


arking 
utiliz. 
unless 
Tapid 
istom- 
nters, 
ers to 
naming 
Ficient 
auto- 
| con- 


in the 
istical 


1p the 


is the 
faster 
re not 
great 


epart- 
au of 
from 
aver- 
Se iR- 
1959, 
index 
ourly 
t up 


cy of 
ment 
1 $50 
(ad- 
from 
) and 
; did 
nuch. 
Ilion 
from 
0 to 


6,500 | 





NEW YORK UNIVERSITY 





SCHOOL OF RETAILING 








VOLUME XXXVI, No. 4 Winter 1960-1961 


~ Journal of Retailing 


OF Miv iiGAN 
WAR Y iso: 


BUSINESS ADMINISTRATION 
L! RY 


~ 


NEW YorRK UNIVERSITY SCHOOL OF RETAILING 


Page 
Does Professional Education in Re- 


. Pay Off? Charles M. Edwards, 
r. 


LAOS be eben eies ser eneeeees 169 


Advertising Overhead in Retailing, 
Lawrence X. Tarpey..........++++ 179 


Space Planning in Department Stores 
—An Exploratory Approach, Jack S. 
_. METETETTT eee ee 182 


Do Retailers Need Tax Relief on Non- 
Installment Receivables, E. J. Blakely 
and William R. Welke........... 189 


Collection Methods in Retailing, John 
W. JoMmeem 2. wcccccccccccccces 196 


Why Department Stores Can Meet Dis- 
count House Competition, Barkev 
Kibarian ........cccccccccccees 201 


How Department Heads Spend Their 
In-Store Time, Robert M. Strahl... . 207 


The Honor Roll in Retailing, Charles 
M. Edwards, Jr..............+++: 217 











JOURNAL OF RETAILING 


A Publication of the New York University 
School of Retailing 


Charles M. Edwards, Jr., Dean, New York University School of Retailing 
Elmer O. Schaller, Associate Dean, New York University School of Retailing 


EDITORIAL BOARD 


Editor: Sallie W. Sewell 

Research Editor: David j. Rachman 

Consulting Editors: Theodore D. Ellsworth 
Herman Radolf 





Publications Consultant: Carl F. Lebowitz 
Business Manager: Robert J. Robichaud 
Circulation Assistant: Stella Soriano 





Staff Consultants (Members of the Faculty, New York University School of Re- 
tailing): Karen R. Gillespie, Hans E. Krusa, Isabel B. Wingate, Bernard W. 
Smith, Helen Faith Keane, Richard E. Westervelt, Josef A. Head, Stanford L. 
Johnson, Ralph S. Burkholder, and Frederick I. Weber, Jr. 


The articles in the JouRNAL are indexed in the /ndustrial Arts Index, New 
York, N.Y. The publishers of the JouRNAL OF RETAILING are not responsible 
for the views held by its contributors. 


Issued quarterly—in Spring, Summer, Fall, and Winter—by New York University School of 
Retailing. Subscription terms: domestic, one year, $3.50; two years, $6.00; three years, $8.00; 
Canadian and foreign, one year, $4.00; two years, $7.00; three years, $10.00; single copies, 
all issues inside U.S., $1.00; Canadian and foreign issues, $1.25. Second-class mail privileges 
authorized at Baltimore, Md. Address all editorial communications to Sallie Sewell, editor. 
Business communications, remittances, and subscriptions should be addressed to Robert J. 
Robichaud, JourNAL oF RETAILING, 1601 Edison Highway, Baltimore 13, Md., or New York 
University, 1010 Main Building, Washington Square, New York ?, N.Y. 


Copyright 1961 New York Ustversity School of Retasling 











New York University ScHooL oF RETAILING 





.e- 


WV. 


Wy 
ule 


oe ed 5 








JOURNAL OF RETAILING 


Volume XXXVI 


WINTER 1960-1961 


No. 4 





Does Professional Education in 
Retailing Pay Off? 


CHARLES M. EDWARDS, JR. 
Dean, New York University School of Retailing 





of editorial copy. 





This survey was conducted by the Research Division of the New 
York University School of Retailing under the general supervision 
of Dr. T. D. Ellsworth, professor of retailing and former research 
director of the New York University School of Retailing and by 
David J. Rachman, research manager. Robert J. Robichaud and 
Sallie Sewell assisted in the compilation of data and the preparation 








Does specialized education in retail- 
ing accelerate careers in the field? Does 
it pay off financially? Would retailing 
executives, if given the opportunity, re- 
peat the same career choice? Do they 
recommend their chosen career to their 
own children or to the children of close 
friends and relatives? 

These are a few of the many ques- 
tions posed in a mail survey to over 
1,300 alumni who hold the degree of 
Master of Science in Retailing from 
the New York University School of 
Retailing. Remarkably, 661 of those 
queried, or more than 50 per cent, took 
the time to fill out and return the de- 
tailed 16-page questionnaire. Of these 
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661, a resounding majority gave an 
enthusiastic endorsement to retailing 
in: (1) their personal opinions, (2) 
their personal actions, and (3) their 
answers to factual questions about 
“current salary” and “last three posi- 
tions held.” 


Income of Respondents 


From a financial standpoint, the re- 
spondents seem to be doing well. (See 
Table I.) Thirty-nine, or 8 per cent, 
of the 492 alumni who supplied data 
reported incomes of $25,000 or more 
a year; 19, or 4 per cent, had incomes 
from $20,000 to $24,999 a year; 50, 
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of 
TABLE I $! 
e2 
Report on Present Earnings ' T 
Per Cent of Per Cent of ' fit 
Male Respondents Female Respondents Total Per Cent 
Less than $3,600................ 2 — 11 9 13 2 a 
SEI, Bak docs cccecsces 28 8 39 31 67 14 m 
OE a ccccvccacccccne 78 21 41 33 119 24 fig 
f! LT re 66 18 17 14 83 17 m 
$10,000 to $14,999. ............6. 94 26 8 6 102 21 cl 
$15,000 to $19,999............... 43 12 7 6 50 10 ; 
$20,000 to $24,999............05. 19 5 — — 19 4 bd 
S25000 and over.......0.60000% 38 10 1 1 39 8 
rer pres pee ol ae pres? C 
DE. "Ghee beens obs beeen 368 100 124 100 492 100 
| 
TABLE II | - 
Relation of Specialized Education to Success th 
(Q. Do you believe that you advanced at a less rapid rate, at about the same rate, or at a more “ 
rapid rate in your professional career as a result of attending the New York University pe 
School of Retailing?) m 
Per Cent of Per Cent of | Sa 
Male Respondents Female Respondents Total Per Cent at 
Less Rapid Rate............. 3 1 7 3 10 2 x 
RIE oisics iseksaesece 87 22 48 19 135 a | 
More Rapid Rate............ 258 64 132 51 390 59 | (. 
PS cei icesdewadecs 51 13 61 23 112 17 
ie PE i cidnssitsccase, 3 — 11 4 14 2 | - 
eric ll aoe anare4 ae — ; 
DEN: Stes sae entadeacee 402 100 259 100 661 100 . 
: re 
fi 
‘ 
ce 
TABLE III . 
Recommendation of Retailing as a Career Choice to Young Men | I. 
Male Female : 
‘Number Per Cent. “Number Per Cent 
of Re- of Re- of Re- of Re- 
spondents Spondents spondents spondents Total Per Cent 
OR es eh heave 267 66 154 60 421 ee 
ree ee er ee 59 15 39 15 98 15 { ce 
Pree 73 18 60 23 133 20 as 
PO ADSWE ii. ssc ieccs 3 1 6 2 9 1 - 
ET Peer ee 402 100 259 100 661 100 as 
7 
ar 
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or 10 per cent, earned from $15,000 to 
$19,999 a year; 102, or 21 per cent, 
earned from $10,000 to $14,999 a year. 
Thus 22 per cent of those who provided 
financial data earned $15,000 or more 
a year; 43 per cent earned $10,000 or 
more a year. These are impressive 
figures, especially since they include 
members of recent, as well as of earlier, 
classes; people who work in small as 
well as large organizations. 


Career Choice and Value of Profes- 
sional Education 


Of the 661 respondents, 59 per cent 
stated that their retailing studies at 
New York University had accelerated 
their careers. Only 2 per cent held the 
contrary opinion. Of the remaining 39 
per cent, 20 per cent felt that they 
might have progressed at about the 
same rate without this specialized prep- 
aration ; 17 per cent expressed no opin- 
ion; and 2 per cent did not answer. 
(See Table IT.) 

Favorable attitudes toward retailing 
were revealed also by the answers to 
other questions. When asked, “Do you 
recommend retailing as an attractive 
field for voung men?” 421, or 64 per 
cent, saia, “yes.” A total of 98, or 15 
per cent, said “no.” Of the remainder, 
133, or 20 per cent, held no opinion; 
nine, or 1 per cent, did not answer (see 
Table IIT). 

The distribution of answers was 
hardly changed when the question con- 
cerned the recommendation of retailing 
as a career for young women. The 
responses to the latter question were 
as follows: 459, or 69 per cent, said 
“yes”; 77, or 12 per cent, said, “no”; 
and 117, or 18 per cent, replied, “no 
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opinion.” Eight, or 1 per cent, did not 
answer the question. (See Table IV.) 

In genetal, there was a slight tend- 
ency among the alumni to recommend 
retailing more favorably as a field for 
women than for men. 

In answer to the question, “If you 
had an opportunity to start all over, 
would you choose retailing as a ca- 
reer?” A total of 316 respondents, or 
48 per cent, said “yes”; 241, or 36 per 
cent said “no”; 93, or 14 per cent, 
offered no opinion ; nine, or 2 per cent, 
did not answer. (See Table V.) 


Present Occupation 


At the time of answering the ques- 
tionnaire, 264 of the 661 respondents 
were actively engaged in retailing. This 
was 40 per cent of the respondents. 
Among the remainder, 134 were en- 
gaged in education and government, 
many of them no doubt pursuing work 
connected with retailing. An additional 
101 respondents were housewives. 
Only five of all respondents were un- 
employed. This left 70 of the 661 re- 
spondents who were engaged in manu- 
facturing, wholesaling, or advertising ; 
84 whose activities were not classified ; 
and three who did not answer the 
question. (See Table VI.) 

Of the 264 respondents engaged in 
retailing at the time of the survey, 189, 
or 72 per cent, were employees; 71, or 
27 per cent, were owners or proprie- 
tors; four, or 2 per cent, were a com- 
bination of the two. (See Table VII.) 


Divisions of Employment 


When asked to list the divisions of 
retailing in which they had last been 
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TABLE IV 
Recommendation of Retailing as a Career Choice to Young Women 
Male Female 
‘Number Per Cent “ Number Per Cent 
of Re- of Re- of Re- of Re- 
spondents spondents spondents spondents Total Per Cent 
MRE Skids > n5eieing WX uae 274 68 185 71 459 69 
NS CRS na iicin'ts vs 46 11 31 12 77 12 
No Opinion ........... 79 20 38 15 117 18 
No Answer ........... 3 1 > 2 8 1 
Ps os kaw 402 100 259 100 661 100 
TABLE V 


Respondents Who Would Choose Retailing If They Could Start Their 
Careers Over Again 





Male 
‘Number Per Cent. 
of Re- of Re- 
spondents spondents 
ne ae ae 190 47 
Ro ter ea rie oe 146 36 
No Opinion ........... 59 15 
Oe a ee 7 2 
PEE gash bnc cask 402 100 
TABLE VI 
Field of Most Recent Employment 
Number Per Cent 
of Re- of Re- 
Spondents spondents 
Retailing 
Department Store .... 114 17 
6 | ee 24 4 
Other retailing ....... 126 19 
Education 
0 eer ee 64 10 
Public School ...... 2. .49 7 
Government .......... 21 3 
Other 
Manufacturing ....... 47 7 
Am Aeety ......5... 7 1 
Wholesaling ......... 16 2 
FIOMOOUIES os. ...5605. 101 15 
Not employed ........ 5 1 
Not Classified ......... 84 13 
No Answer ............ 3 1 
cB et cee 661 100 





Female 
Number Per Cent 
of Re- of Re- 
spondents spondents Total Per Cent 
126 49 316 48 
95 37 241 36 
34 13 93 14 
4 1 11 2 
259 100 661 100 


employed, 238, or 46 per cent, of the 
respondents named merchandising ; 88, 
or 17 per cent, said store management; 
71, or 14 per cent, said personnel ; 65, 
or 13 per cent, said general manage- 
ment ; 34, or 7 per cent, said sales pro- 
motion. (See Table VIII.) 

In divisions of employment, as might 
be expected, sex differences were im- 
portant. While 63 men, or 20 per cent, 
were last employed in general manage- 
ment, only two women, or | per cent, 
were in that category. On the other 
hand, 55 women, or 28 per cent, were 
in personnel as against only 16, or 
5 per cent, of the men. In other cate- 
gories of employment, the proportions 
of men and women were more closely 
parallel. (See Table VIII.) 
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TABLE VII 
Relative Number of Males and Females Working as Owners, Proprietors, 
and Employees 
Male Female Total 
‘ Per Cent. = Per Cent ? Per Cent 
of Re- of Re- of Re- 
Number — spondents Number = spondents Number spondents 
Owner or Proprietor...... 64 30 7 14 71 27 
EE Sii5s ste rine anane 147 69 42 84 189 72 
on ee 3 1 1 Zz 4 2 
Renee ener 214 100 50 100 264 100 
TABLE VIII 
Divisions of Retailing Where Last Employed 
Male Female Total 
Number Per Cent “Number Per Cent. “ Number Per Cent 
of Re- of Re of Re- of Re- of Re- of Re- 
spondents spondents sSpondents spondents spondents spondents 
Merchandising ........... 157 48.6 81 40.7 238 45.6 
General Management ..... 63 19.5 2 1.0 65 12.5 
Store Management ....... 58 18.0 30 15.1 88 16.9 
IN xii Skies sn 3:5 0s 16 5.0 55 27.6 71 13.6 
Control and Finance...... 14 4.3 6 3.0 20 3.8 
Sales Promotion ...... , 2 aa 22 11.1 34 6.5 
Ee ee 3 9 3 15 6 1.1 
MEM: Meh s Sir OF oo Cooke 323 100 199 100 522 100 


Position Attained 


The survey form posed a series of 
questions designed to determine the 
positions the graduates had reached at 
the time of the study. One question 
asked them to list the last job they had 
held in each of the six major categories 
of retail employment (see Tables IX 
through XIV). 

Of the 83 whose last job was in 
general management, 41 had attained 
the rank of general manager, 13 had 
served as president, and 12 as executive 
vice president. In addition, three re- 
spondents reported that they had held 
posts as chairman of the board. Of the 
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68 in sales promotion, 19 attained the 
rank of sales-promotion manager, and 
10 each as department head and ad- 
vertising manager. 

Of the 337 whose last job was in the 
merchandise division, 30 most recently 
held positions as general merchandise 
manager, 46 as divisional merchandise 
manager, and 25 as assistant merchan- 
dise manager. The majority who 
worked in this division, however, said 
that they last held the position of buyer. 
The buyers number 104, or 31 per cent, 
of those working in the merchandise 
division. 

Of the 199 who stated they last 
worked in the store management divi- 
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TABLE IX 
Last Position Held in General 
Management 
Male Female Total 
eo 3 —_ 3 
a 13 — 13 
Executive Vice Presi- 

Se oa 12 —- 12 
General Manager ..... or 4 41 
SE Rk Sie ais salen 0's 8 1 9 
No Answer ........... 3 a 5 

TR it dod sek 76 7 83 
TABLE X 
Last Position Held in Store 
Management 
Male Female Total 
Main Store Manager... 26 Zz 28 
Main Store Assistant 

 Scekicnsoee 15 — 15 
Branch Store Manager. 16 1 17 
Branch Store Assistant 

er ae 6 1 7 
Department Head ..... 17 12 29 
Assistant Department 

1 Gara 4 4 8 
Sales or Floor Super- 

ae aera 19 17 36 
Retail Sales Person... 5 23 28 
ROOD? SG56 60k baie hss . 14 10 24 
No Answer ........... 5 2 7 

TE ee ia eg 127 72 199 
TABLE XI 


Last Position Held in Personnel 


Male Female Total 
Personnel Manager ... 16 13 29 


Employment Manager. 1 3 + 
Training Director ..... 2 13 15 
Assistant to One of 
I i cme ie 5 whist 4 21 2 
Se Serer 4 17 21 
No Answer ........... 5 4 9 
Bn es ee 32 71 103 


TABLE XII 
Last Position Held in Merchandise 
Division 
Male Female Total 
General Merchandise 


ee ee 29 1 30 
Divisional Merchandise 
DEGWAGED oiccsccicss 41 5 46 
Assistant Merchandise 
Seer er 19 6 25 
Lo a ee eee 70 34 104 
Assistant Buyer ....... 34 46 80 
Other ..... Sst eae 32 12 44 
No Answer ........... 4 4 8 
PO 36. eee 229 108 337 
TABLE XIil 
Last Position Held in Sales 
Promotion 


Male Female Total 
Sales Promotion Mana- 


Be Ce ii Mea 18 1 19 
Advertising Manager .. 8 2 10 
Department Head ..... 2 8 10 
Assistant Department 

_ 1 SS eee eee 7 2 9 
ay ee eee 5 11 16 
No Answer ........... 3 1 

TM Oh ods towne 43 25 68 

TABLE XIV 
Last Position Held in Control and 
Finance 

Male Female Total 

Gonttoller ..0.cssicus. 7 — 7 

Assistant Controller ... 3 1 4 

Department Head ..... 10 5 15 
Assistant Department 

PRUE as «0% cee stes 6 — 6 
Teer 10 6 16 
No Answer ........... 7 4 11 

i Sens 43 16 59 
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TABLE XV 


Opinion of Respondents About Relationship of Advancement to Specialized 
Training in Retailing 


(QO. Do you believe you could have advanced more rapidly if you had attended some other type 


of school?) 





M ale 

. Per Cent of 

Number Respondents 
cats <tisedens 63 16 
| ae 251 62 
No Opinion ....... 85 21 
No Answer ....... 3 1 
(See 402 100 


sion, 28 said their most recent job was 
as main store manager, 15 as assistant 
manager of the main store, and 17 as 
branch store manager. Of the 59 who 
worked in control and finance, 7 held 
the position of controller, and 15 were 
department heads. 

Of the 103 who worked in the per- 
sonnel division, 29 worked as personnel 
manager, four as employment manager, 
and 15 as training director. 


Relation cf Success to Education 


The generally high rank attained by 
graduates of the New York University 
School of Retailing in their chosen 
career may be evidence, in itself, of the 
value of a professional education. As 
a further check on this point, the 
alumni were asked, “Do you believe 
that you might have advanced more 
rapidly in your professional career if 
you had attended some other type of 
school or educational institution for 
graduate study?” A significant 61 per 
cent answered “no” to this question. 
(See Table XV.) 

Their professional education proved 
most helpful, the holders of M.S. de- 
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Female Total 

Per Cent of . Per Cent of 

Number Respondents Number Respondents 
28 11 91 14 
154 59 405 61 
68 26 153 23 
9 3 12 2 
259 100 661 100 


grees reported, during the early and 
presumably more difficult years of their 
careers. Thus 60 per cent characterized 
their retailing education as either “of 
paramount importance” or of “great 
importance” during the first five years 
after graduation; 31 per cent ranked 
it as having this degree of importance 
during the second five years; and 23 
per cent viewed it as equally valuable 
more than ten years after graduation. 
(See Table XVI.) 


Why Respondents Entered Re- 
tailing 


In making their decisions to enter 
retailing, the reporting alumni said 
they were encouraged more often than 
not by their families and friends. Thus 
in 301 instances, or 46 per cent of the 
replies, alumni stated that their families 
had encouraged them to enter the field. 
On the other hand, only 7 per cent 
stated that their families had discour- 
aged them. Of the remaining replies, 
278, or 42 per cent, stated that families 
had neither encouraged nor discour- 
aged them in their aspirations for re- 
tailing careers; 35, or 5 per cent, did 
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TABLE XVI 


Estimate of Respondents of the Value of Their Specialized Education During 
Various Stages of Their Careers 
(Q. How important was the education that you received at New York University School of 


Retailing during the first five years of employment, during the next five, and after ten 
years or more of employment?) 


Five Years But Levs 














Less Than Five Years Than Ten Years After Ten Years or More 

. Per Cent of i Per Cent on 4 Per Cent of 

Number Respondents Number Respondents Number Respondents 
Paramount Importance . 172 28 48 10 37 10 
Great Importance ..... 195 32 100 21 48 13 
Some Importance ..... 167 27 163 34 107 30 
Little Importance .* ... 26 4 69 15 61 17 
No Importance ........ 10 2 38 8 46 13 
No Opinion ........... 18 3 17 | an 15 4 
No Answer ........... 24 4 38 8 46 13 
3 Re ae ee 612 100 473 100 360 100 

TABLE XVII 
Who Influenced Respondents to Enter Retailing 

Family Friends College Teachers 

7 Per Cent of = Per Cent of. . Per Cent of 

Number Respondents Number Respondents Number Respondents 
eee 301 46 193 29 308 47 
Discouraged .......... 47 7 61 9 19 3 
ee 278 42 359 54 300 45 
No Answer ........... 35 5 48 7 34 5 
PEELS is ivnescueee 661 100 661 100 661 100 

TABLE XVIII 


Respondents Who Left Retailing for One Year or More 


(Q. Did you ever leave retailing for a period of one year or more during your business career 
for some other field or kind of work? Exclude noncareer military service.) 








Male F. emale Total 
/ Per Cent of . Per Cent of. r Per Cent of 
Number Respondents Number Respondents Number Respondents 
ME Ags a Rea es eae Ae Se 149 37 136 52 285 43 
TP HctdbeeK sink cake ones 200 50 74 29 274 42 
Never Entered ........ 53 13 49 19 102 15 


DOE ink éukhe vias? 402 100 259 100 661 100 
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not answer the question. (See Table 
XVII.) 

The influence of friends, though less 
likely to be exercised than that of fami- 
lies, was similarly favorable toward the 
choice of retailing as a field of work. 
In replying to the question on the atti- 
tudes of their friends toward the choice 
of a retailing career, the alumni re- 
ported in 193, or 29 per cent, of the 
answers that they were encouraged ; in 
only 61 cases, or 9 per cent of the 
answers, did they report being dis- 
couraged. Of the remaining respond- 
ents, 359, or 54 per cent, said that they 
were neither encouraged nor discour- 
aged ; 48, or 7 per cent, did not answer 
the question. 

As for the influence of college teach- 
ers, 47 per cent of the respondents said 
they had been encouraged by their in- 
structors to take up retailing as a ca- 
reer. Only 3 per cent reported active 
discouragement of their ambitions in 
this area. As for the rest, 45 per cent 
reported that their college instructors 
neither encouraged nor discouraged 
them from starting a retailing career ; 
5 per cent did not answer the question. 


How Many Left Retailing—and 
Why? 


Of the alumni who completed the 
questionnaire, 285, or 43 per cent, had 
at some point in their careers left retail- 
ing for a period of one year or more. 
This total figure includes those women 
who left, only temporarily, to be mar- 
ried and/or to have children. (See 
Table XVIII.) Of the 349 men who 
entered retailing, only 149 ever left. 
This figure includes those who left 
temporarily. Of the 210 women who 
entered, 136 left for a period of at least 


a year. (See Table XVIII on page 
176.) 

To ascertain the reasons for leaving, 
particularly sex differences in the rea- 
sons, the men and women alumni were 
asked, “What factors, in the order of 
importance, influenced you to leave re- 
tailing?” Thirteen reasons were listed 
to be checked and ranked “most im- 
portant,” ‘second most important,” and 
“third most important” (see Table 
XIX). 

When the answers were grouped 
they revealed that 62 per cent of the 
men who left seemed to be motivated 
primarily by the hope of greater finan- 
cial gain. (See Table XIX.) Of the 
women who left, 42.5 per cent were 
motivated by marriage plans or by the 
responsibilities connected with child 
rearing. Difficult conditions of work, 
such as mental or physical pressure, or 
long hours, were not cited as a decisive 
motive by even a sizable minority of 
either men or women. 


Summary 


In brief summary, the survey of 
graduates of the New York University 
School of Retailing revealed that the 
majority of them: 


Had achieved a relatively high 
level of earnings 

Had advanced to positions of 
prominence in their chosen field 

Had been helped in these achieve- 
ments by their specialized edu- 
cation in retailing 

Would recommend tnat others fol- 
low their example in the choice 
of a satisfying and lucrative 
career 

Would repeat the same career 
choice if they had the oppor- 
tunity to start over again 
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Advertising Overhead in Food 
Retailing 


LAWRENCE X. TARPEY 


Assistant Professor of Marketing, University of Kentucky 


The economics of food chain opera- 
tions is an intriguing topic and a fertile 
field for serious research. Since 1955 
the Harvard Business School has been 
publishing the “Operating Results of 
Food Chains,” which provides us with 
understanding and insight into the 
workings of the large food retailer. 
This article is an attempt to verify a 
hypothesis concerning retail advertis- 
ing expense that has been suggested 


by some of the data in the chain-store : 


reports of the MHarvard Business 


School. 


Advertising Expenses 


For the large food retailer, advertis- 
ing expense (which includes the cost of 
stamp and tape plans) is an extremely 
important cost of doing business. It is 
a highly discretionary outlay and after 
payroll is usually the second most im- 
portant expense item in the chain’s 
operating budget. In 1958, for ex- 
ample, the total expense for 45 identical 
chains averaged 18.8 per cent of sales. 
In order of magnitude, the three larg- 
est expense items were payroll (53.60 
per cent), advertising (10 per cent), 
and real estate (9.5 per cent).1 By way 
of contrast, advertising expenses that 
same year for all department stores, as 

1W. B. England, Operating Results of Food 


Chains in 1958, Bulletin No. 156 (Boston: Har- 
vard Business School, 1959), p. 4. 
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reported by Harvard, amounted to 8.3 
per cent of total expenses.’ 

If one examines the advertising ex- 
pense figures a bit more closely, one 
fact shows up rather clearly ; advertis- 
ing costs vary significantly with sales 
volume. Chains with a sales volume 
of less than ten million dollars annually 
had an advertising expense to sales 
ratio of 1.66 per cent as opposed to a 
ratio of 0.75 per cent for chains with a 
sales volume of fifty million dollars or 
more.* The former represents 9.9 per 
cent of the chain’s total expenses and 
the latter only 5.5 per cent of total ex- 
penses. The low advertising expense 
ratio for the large volume group “prob- 
ably reflect[s] the economies of ad- 
vertising many stores in one newspaper 
advertisement and the greater use of 
co-operative advertisement.” * Another 
suggested explanation is related to the 
heavy use of trading stamps by the 
small- and medium-size volume groups. 


The Hypothesis 


The idea is not new that large ad- 
vertisers have an economic advantage 


2M. P. McNair, Operating Results of Department 
and Specialty Stores in 1958, Bulletin No. 155 
(Boston: Harvard Business School, 1959), p. viii. 

2Op. cit. Bulletin 148, Table 1, 1955. This 
fluctuation in advertising expense is present for 
other years also; in 1958 the range went from 
2.28 per cent in the low volume group to 1.83 per 
cent in the large volume group. 

* Ibid. 
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TABLE I 


A Comparison of Food Store Linage Consumption and Grocery Sales by 
City and Store Type 


: Type of 
City tore 
tilts eds: ibis... FRM. nceseses 
| Independent 
, : eee 
San Jose, California...... ) Independent 
Evansville, Indiana ...... eseudlendeaam 
| Independent 
‘ { Chain ts ses 
Youngstown, Ohio ....... ) Independent 
; Lo erree 
Worcester, Massachusetts. | Independent 
2 ; os Pere 
Erie, Pennsylvania ...... | Independent 
we Se eter 
, ’ ~~" "** ) Independent 
Corpus Christi, Texas )Ind d 


Firm’ 

Total Total * Sales 

News- Linage Grocery P nnd 
Number paper er Sales tore 

of Stores Linage tore (Per Cent) (Per Cent) 

ss ae 548.0 45.7 36.0 3.00 
1 46.9 46.9 0.75 0.75 
os 16 345.9 21.6 20.0 1.25 
2 251.1 125.6 1.5 0.75 
aes 649.8 92.8 17.4 2.50 
2 286.7 143.4 4.1 2.05 

mee 206.5 15.9 18.0 1.38 
3 124.8 41.6 2.0 0.70 
511.1 20.4 17.9 0.72 
FA 221.9 110.9 2.3 1.15 

.. 10 525.6 52.6 33.0 $5 

1 71.7 71.7 1.0 1.0 

. at 434.4 39.5 14.0 1.30 
3 126.2 42.1 2.0 0.66 


* This is the percentage of the total city’s grocery sales where all store sales equal 100 per cent. 


Sources: See footnote 6. 


in being able to spread the effects of 
funds spent in a particular medium. 
Some question arises, however, when 
the medium and the market to be served 
are local in nature. This applies to food 
retailing where newspapers are used to 
advertise to a city or designated trad- 
ing area. For this reason it was decided 
to investigate the idea that there are 
economies in having many stores ad- 
vertise in one newspaper for a re- 
stricted geographic area such as a city. 

For the analysis seven cities were 
selected. In each of the cities the stores 
were classified as either a chain or inde- 
pendent.’ Figures were compiled on 
the total newspaper linage each retail 
firm purchased in that city, the number 

5 Chains are firms operating eleven or more store 


units. For the most part the independents had one, 
two, or three units in each city. 


of stores each one operated there, and 
the percentage of retail grocery sales 
each firm accounted for in that city 
during the period (1958).* The use 
of linage as a crude index of advertis- 
ing costs eliminates the problem of hav- 
ing to separate trading stamp costs. 
Table I shows the results of the anal- 
ysis for seven cities. They were chosen 
on the basis of geographic location and 
the availability of data. The geographic 
factor was considered important in 
order to permit local or regional chains 
to be fairly represented in the analyses; 
as a consequence only one national 
® The newspaper linage figures were supplied by 
The American Weekly Magazine’s annual publica- 
tion entitled, Who's Who in Grocery Retailing 
(1959). Data on the number of stores and grocery 
sales for each city come from Supermarket News’ 


annual publication. Distribution of Food Store Sales 
in 164 Cities (1959). 
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chain is represented twice. Since the 
firms are classed into two groups, 
chains and independents, the largest 
representative of each group is used 
for the purpose of comparison. This 
was more feasible than attempting to 
compare small chains with large chains 
in a city or market basis because of a 
paucity of reliable data (see Table I). 


The Results 


Table I reveals a significant relation- 
ship between a firm’s newspaper linage 
consumption for each city and the num- 
ber of units it operates in that particu- 
lar market. Without exception, every 
independent advertiser buys more 
newspaper advertising space per store 
than its chain competitor. Since ad- 
vertising has some functional relation- 
ship to sales, the percentage share of 
grocery sales per firm and store in the 
market is presented. Here again, with 
the exception of one city, Worcester, 
Massachusetts, there seems to be a con- 
sistent behavior pattern. The extra ad- 
vertising per store by the independent 
has not been adequate enough (along 
with other things) to push its market 
sales percentage up to the level of the 
chain organizations.’ 

These data support (at least for the 
time) the hypothesis that the large 
chain organizations spend less per store 
and perhaps less per sales dollar than 
the smaller independent retail organiza- 
tions. It would be wrong to attempt to 

™In one respect this is a question of advertising’s 
marginal productivity, but since the concept of 


productivity is so broad and complex, a brief dis- 
cussion of this type cannot treat it adequately. 
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propagate the idea that dollars spent 
for newspaper linage are the only ad- 
vertising costs that food retailers must 
bear.* It is possible, however, to reason 
to the idea that the firm’s general and 
administrative (overhead) expenses for 
advertising wil! be lower on a store unit 
basis (and hence per dollar of sales) 
since they can be spread out further. 
Indeed, there are many more points 
that can be mentioned along this line. 
Chief among them is the idea that the 
large retail organization can, by reason 
of sales volume and functional spe- 
cialization, have access to media and to 
technical advertising assistance which 
might be inefficient for the small ad- 
vertiser. 


Conclusion 


The study indicates that newspaper 
advertising is a very important com- 
petitive weapon for food retailers. As 
a means of communicating price cuts 
or merchandise deals to the local mar- 
ket, it is unrivaled. Consequently, as 
an expense item in the operating budget 
of food retailers, advertising becomes 
a necessary and strategic financial out- 
lay. The economies that accrue to the 
large advertiser vis-a-z1s the small ad- 
vertiser can be extremely important; 
in fact, they may mean the difference 
between success or failure. The ability 
to advertise many store units in one 
newspaper advertisement is, to say the 
least, an important economic advantage. 

8 For the larger chains, newspapers are only one 
of several advertising media employed, but outlays 


here are not always 100 per cent promotional or local 
in nature. 
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To what extent are the profits of a men’s furnishings department | ‘ 
affected by the amount of space the department occupies? Does 
space have an equally strong impact on the success of a costume 

jewelry department? ! 

To ask such questions is relatively easy. To answer them sta- : 

tistically is a specialized challenge for a statistician. Would you, i 

for instance, compare the results obtained in one store which altered a 

its space planning over a period of years with the results of a store : 

which did not? Or would you observe simultaneously a number of : 

firms using similar floor plans for corresponding departments? 
And if you voted for the second approach, where would you find 

the parallel stores? i 

These are just a few of the practical problems that face the I 

retailer who decides to “become scientific.” They are explored by ( 

an author who knows his logarithms. | 

( 











In his quest for profits the retailer 
must continually discover improved 
ways of making desired goods and 
services available to consumers. More- 
over, he must constantly study how to 
improve the use of his own facilities. 
A facet of this problem is the subject 
of this article: an exploratory investi- 
gation of a quantitative technique for 
apportioning existing selling space 
among merchandise classifications.’ A 


1 Selling space consists of the total departmental 
area used in selling, including clerk and customer 
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method of space planning for depart- 
ment stores is introduced. The ap- 
proach is applicable to all types of de- 
partmentized firms operating at the 
retail level of distribution. 

The assumption to be tested in the 
method prescribed is that space occu- 
pied by a particular merchandise de- 
partment has an influence on that de- 


partment’s profitability. | Moreover, 


traffic aisles, fitting rooms, and forward stock areas 
used by merchandise departments for selling pur- 
poses. 
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there are quantitative means of ascer- 
taining the approximate productivity of 
selling space of a merchandise depart- 
ment. If the influence of space on de- 
partmental profit is known, manage- 
ment can make more meaningful de- 
cisions with regard to spatial allocations 
so that departmental returns, and hence 
total store profits, approach maximiza- 
tion. 


Statement of the Problem 


If the primary function of a store is 
to sell merchandise profitably, the place 
where the merchant and customer meet 
is extremely important. Improvements 
in store layout are continually studied, 
adopted, and modified. At the present 
time, as in the past, the progress of this 
important element of retail activity is 
along the lines of imitation or trial and 
error.” 

The permanence of layou: principles 
is continually challenged. Space plan- 
ning decisions are affected by numer- 
ous factors that alter customer buying 
habits. Furthermore, the influence of 
these variables that impinge on the lay- 
out problem varies greatly from one 
store to another. These variables 
(changes in the primary appeal and 
character of the store, merchandise line 
emphasis, interior remodeling, season- 
ality, etc.) remain to modify any quan- 
titative technique for improving de- 
partmental spatial allocations. The 
technique indicated below should be 
considered simply as an exploratory 
presentation of a different methodo- 
logical concept in space evaluation. 

2W. R. Davidson, “Use, Productivity, and Al- 
location of Space Resources in Department Stores,” 


unpublished doctoral dissertation, The Ohio State 
University, 1951, p. 14. 
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Methodology 


Two alternative methods are availa- 
ble to obtain the empirical data required 
to accomplish the desired objective. A 
series showing the relation between 
space and profitability can be derived 
either by (1) successive observations 
of one institution which has altered its 
departmental spatial planning over a 
period of years, or by (2) simultaneous 
observations of a number of similar 
firms adapted to different departmental 
spatial floor plans. The first approach 
is subject to serious limitations. It is 
highly improbable that over a period of 
time one can estimate the variations in 
departmental profitability due only to 
changes in assigned space. The second 
approach creates the problem of find- 
ing a group of firms with sufficiently 
homogeneous characteristics to be con- 
sidered as observations of a single de- 
partment store with different depart- 
mental spatial allocations. Data of this 
type were utilized. They took the form 
of 1955 departmental operating results 
reported annually to the Controllers’ 
Congress, NRMA, by contributing 
member stores. 

Two key departments were selected 
as subjects of the statistical analysis. 
These are men’s furnishings and cos- 
tume jewelry. The choice of these de- 
partments was by design. The type of 
merchandise offered by each of these 
departments differs materially. The 
typical fixtures and equipment used to 
display these assortments are not alike. 
The number of transactions completed 
in a period differ. Moreover, the cu- 
mulative markon and gross margins are 
diverse. These variances are desirable 


if the objective is to measure the rela- 
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tive importance of selling space in de- 
termining departmental profitability. 

Finally, the selection of these two de- 
partments is based on limitations of the 
data utilized. NRMA compilations pro- 
vide no information relating to depart- 
mental location within the store.* This 
proviem was minimized by selecting 
merchandise departments that are usu- 
ally located on the same (ground-level ) 
floor in multi-floor structures. 

The samples consisted of 107 men’s 
furnishings departments and 116 cos- 
tume jewelry departments. Unfortu- 
nately they do not constitute probability 
samples. The selection of the sample 
by department-type is based upon 
whether the operating results necessary 
for calculation are reported. This point 
raises the question of the representa- 
tiveness of the departmental samples. 
Department stores are somewhat ho- 
mogeneous institutions in a general 
sense. They face a similar merchandis- 
ing task in their respective communi- 
ties. They tend to follow a characteris- 
tic pattern to hold and increase their 
market positions. Even though indi- 
vidual institutions differ in many re- 
spects, the fact that they are “going 
concerns” tends to substantiate the idea 
that broad, intangible differences tend 
to level or average out. Therefore, in- 
tuitive judgment suggests that the na- 
ture of the samples used in deriving the 
results of the study is felt to be some- 
what representative, even though the 
sample items could not be selected on a 
random basis. 

%This point is perhaps suggestive of a need to 
develop some means to reflect the location of a 
merchandise department within a store. At the 
present time there is no provision made for member 
stores to report the location of a particular depart- 


ment with respect to floor number and proximity to 
entrances or vertical transportation facilities. 


TABLE I 


Classification of Sample Items oj 
Men’s Furnishings and Costume 
Jewelry Departments by Store 
Volume Groups 


Total Store Sales in Men’s Costume 
Millions of Dollars Furnishings Jewelry 
(2 eerie 2 2 
cS ae ee 5 5 
eee ia ss ck oc 5 seh ae 22 
SO SS rere 21 27 
PMD: Sosa d Sakae 28 30 
2) ee ee 24 22 
SPeRECEe 5... ss caskcoey 7 8 
Total sample items. 107 116 


Table I indicates the distribution of 
the sample items among total store dol- 
lar volume groups. The small number 
of sample items for any one volume 
classification precluded any analysis by 
sales volume class. 

The selection of variables for pur- 
poses of statistical analysis involves 
two basic questions. First, what is the 
best means of measuring departmental 
profitability? Secondly, what factors 
capable of quantitative measurement 
influence and determine departmental 
profitability (however measured) in 
department stores? Or, in keeping with 
previously stated assumptions, what 
variables in addition to the amount of 
absolute selling space devoted to a spe- 
cific merchandise department are re- 
flected in departmental profitability ? 

Of the various measures that reflect 
departmental profitability, contribution 
to total store overhead and _ profit 
seemingly is the best choice. This meas- 
ure infers a . concept that each 
selling department earns a margin on 
its sales, that in so doing it incurs cer- 
tain immediate and direct expenses, 
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peculiar to its own operations.” * The 
desire to select a variable that avoids 
the arbitrary departmental allocation 
and proration of indirect expense is 
achieved with the contribution measure. 

With respect to independent var- 
jables—those that influence and de- 
termine a merchandise department’s 
profitability—the problem of selection 
centers on those that are capable of sen- 
sible quantitative measurement. Fur- 
thermore, the extent and nature of the 
statistical information available from 
the Controllers’ Congress annual sur- 
vey must be considered. 

It is assumed that certain variables 
which are reflected in an individual de- 
partment’s contribution to total store 
overhead and profit tend to “average 
out” for the industry as a whole. The 
basic assumption is that there is a large 
universe of uniform conditions, and 
that throughout the universe the indi- 
vidual items vary among themselves in 
response to the same causes and with 
about the same variability. Variations 
in five such variables probably tend to 
average out and offset one another. 
These are sales force “efficiency,”’ buy- 
ing force “proficiency,” markup policy, 
merchandise assortment and depth, and 
cost of goods sold. A department store 
must reach an intangible point of gen- 
eral merchandising efficiency to main- 

* Controllers’ Congress, National Retail Merchants 
Association, Standard Expense Center Accounting 
Manual, p. 144. Contribution is defined as gross 
margin minus non-overhead departmental expenses. 
In this study the direct expenses of salespeoples’ 
salaries, buyer and assistant buyer salaries, and 
newspaper advertising costs are substracted from de- 
partmental gross margin to arrive at departmental 
contribution to total store overhead and profit. De- 
livery expense was not included as a direct depart- 
mental expense because of the arbitrary allocation 


of indirect expenses where stores operate their own 
delivery departments. 
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tain itself as an operating concern. 
These five facets may be said to repre- 
sent a large segment of this minimum 
efficiency level. 

Four other departmental variables 
remain, however, that are felt to vary 
considerably among individual depart- 
ment stores. These are location within 
the store, ability to utilize space effec- 
tively, sales promotion expenditures in 
dollars, and space measured in square 
feet. Because the identity of individual 
stores is unknown, the first of these 
four variables, location, cannot be con- 
sidered in this analysis.° 

The second factor, the ability to uti- 
lize space effectively, requires elabora- 
tion. This variable appears to be in- 
tangible. It is not easily measured or de- 
fined. Two basic concepts are involved 
in its selection. One of these is mer- 
chandising “efficiency.” The other is a 
reflection of the “value” of space, de- 
termined to some extent by the physical 
position of the department in a par- 
ticular floor plan. The nature of the 
data available suggests a means for 
measuring the variability of each of 
these factors among department stores. 
This variable is number of transactions 
per square foot of selling space. 

The number of transactions per 
square foot of selling space is believed 
to indicate the ability of departmental 
management to balance merchandise 
offerings with customer demands. It 
also tends to illustrate the competence 
of sales people in covering their depart- 
mental selling area and their aggres- 
siveness and ability to sell and service 

This precludes an analysis of the problem of 
interdepartmental relationships; that is, the influence 


of adjacent departments’ merchandising successes 
or failures upon a particular department. 
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prospective customers. In addition, this 
variable reflects a department’s location 
in terms of traffic aisles, entrances, and 
other areas of customer activity. Fi- 
nally, the degree of sales success 
achieved with regard to the interior 
display of available merchandise is 
probably reflected in these data. 

Sales promotion expenditures in dol- 
lars is the third variable requiring ini- 
tial consideration. The underlying 
premise is that there is some relation 
between departmental profitability and 
the dollar amount of sales promotion 
expenditures. Over sixty per cent of 
the publicity dollar is allocated for 
newspaper advertising.® Therefore, in 
this study, newspaper costs in dollars 
will be used to indicate individual de- 
partmental sales promotion activity.’ 

The fourth variable, departmental 
selling area measured in square feet, is 
the principal subject of our analysis. 


Statistical Findings 


Discussion falling within the juris- 
diction of this topic includes (1) sta- 
tistical measures that indicate the rela- 
tionships between variables, and (2) 
the type of equation that best describes 
the “production function”: that is, the 
relationship of the independent varia- 
bles (the input space, X,; sales promo- 
tion expenditures in dollars, X;; and 
number of transactions per square foot, 
X,) to the dependent variable, output 

6 Edwards, Charles M., Jr., and Brown, Russell 
A., Retail Advertising and Sales Promotion, third 
edition, Prentice-Hall, Inc., 1959, p. 373. 

* Sales promotion expenditures consist of all pay- 
roll and nonpayroll expenses relating to newspapers, 
radio, television, circulars, billboards, shows and 
exhibits, and all other forms of advertising, interior 
and exterior displays, and public relations activities. 


Only departmental newspaper cost data are available 
for use in this study. 


as reflected in contribution to total 
store overhead and profit, X,. 

The procedure to be followed in de- 
termining the relationship of space and 
other variables to departmental profita- 
bility begins with a study of the appar- 
ent relations of the independent fac- 
tors to each other and the dependent 
variable. Coefficients of simple corre- 
lation for each of the relations were 
computed. However, with simple cor- 
relation certain interrelations between 
variables are neglected. A variable 
which shows no correlation with the de- 
pendent variable may yet show signifi- 
cant correlation after the relation to 
other variables has been allowed. This 
is suggestive of multiple correlation. 

One of the major tasks encountered 
in a study concerned with multiple re- 
gression and correlation is the selection 
of the type of equation that best de- 
scribes the relation between variables. 
In this instance the regression equation 
is not computed to provide a basis for 
making estimates of the value of the 
dependent variable for given values of 
the independent factors. Instead, the 
major interest is in the changes in the 
dependent factor (departmental contri- 
bution) accompanying changes in each 


‘independent variable (X., Xs, X,), 


particularly space. 

In the present case several factors 
were considered before choosing a 
mathematical statement that  trans- 
formed all variables int» logarithms. 
First, observation with respect to the 
relationships of the indeperdent varia- 
bles with the dependent variable and 
with each other indicates that a linear 
expression is not adequate. Secondly, 
a function which is linear in the loga- 
rithms permits the phenomenon of de- 
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creasing returns to come into evidence. 
It is not reasonable to believe that profit 
will continue to increase at a constant 
rate with proportionate increases in the 
inputs. However, the logarithms of 
the original values when plotted on an 
arithmetically scaled chart appear to 
cluster about a straight line. Further 
investigation indicates that the conver- 
sion of both the independent and de- 
pendent variables into logarithms pro- 
vides the logarithmic equation that will 
give the most satisfactory fit. The trans- 
formation of natural numbers into loga- 
rithms makes it possible to approximate 
a linear relationship between variables 
and thus enhance the accuracy of the 
estimates of the importance of individ- 
ual independent factors. The regression 
equation logX,=a+b12.34logX,+ 
b13.24logX;+b14.23logX, will there- 
fore be used. 

Various statistical measures were 
computed to ascertain (1) the relation- 
ship between variables, and (2) the 
relative importance of each independent 
variable in determining departmental 
contribution to total store overhead and 
profit. The following summarizes these 
findings. 

a. There is a high degree of cor- 
relation between departmental 
contribution and selling space 
occupied (.84 for men’s fur- 
nishings and .78 for costume 
jewelry). The correlation be- 
tween contribution and sales 
promotion expenditures is com- 
parable. There is much less 
correlation between contribu- 
tion and _ transactions per 
square foot of selling space 
(.43 for men’s furnishings and 
.5/ for costume jewelry). Of 
the independent variables, 
space and sales promotion ex- 
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penditures of men’s furnish- 
ings are highly correlated 
(.81). The simple correlation 
between the other independent 
variables is negligible. 


b. Eighty-five per cent of the var- 
iation in departmental contri- 
bution of men’s furnishings de- 
partments is “explained” by 
the three independent variables. 
Space explains approximately 
53%, sales promotion expendi- 
tures explains about 20%, and 
transactions per square foot 
contributes the remaining 12%. 


c. Ninety-one per cent of the var- 
iation in the dollar contribution 
of costume jewelry depart- 
ments is “explained” by the 
three independent variables. 
Space explains 38%, sales pro- 
motion expenditures 33%, and 
transactions per square foot of 
selling space 20%. 

If we assume that comparable statis- 
tical information is available for all 
merchandise departments, department 
store managers will possess a statisti- 
cal basis which may be of aid in appor- 
tioning existing selling space. Selling 
space is allocated to those departments 
where it is shown that the amount of 
space occupied has an important influ- 
ence on departmental profitability. For 
example, departments that indicate a 
relatively low spatial “elasticity” might 
be condensed into a smaller area. Re- 
verse action would be called for in the 
case of larger “elasticities.” 

The “elasticities,” which are sug- 
gested in (b) and (c) above, are sta- 
tistically derived in the form of net re- 
gression coefficients and coefficients of 
separate determination. Coefficients of 
separate determination, which are ap- 
proximations of the importance of each 
independent variable, show that selling 
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space has a relatively substantial effect 
on the variability of contribution of 
men’s furnishings departments. Space 
has almost three times the impact of 
sales promotion expenditures and over 
four times the impact of transactions 
per square foot of selling space. How- 
ever, in the case of costume jewelry 
departments, both space occupied and 
sales promotion expenditures have al- 
most equal impact in explaining the 
variability of contribution to total store 
overhead and profit. Transactions have 
about half the weight of space and sales 
promotion expenditures. 


Limitations of the Analysis 


The methodology presented above 
should be considered an exploratory 
procedure subject to serious shortcom- 
ings. It is necessary to view the find- 
ings with respect to the following limi- 
tations. 


1. The scope of the investigation 
is limited to two merchandise 
departments. It is ~ossible that 
an examination ou. other de- 
partments might result in con- 
clusions that are not in agree- 
ment with the type of findings 
enumerated above. 


2. The individual departments 
were not selected in a purely 
random fashion. The findings, 
therefore, apply only to the 
range of observations of the 
stores included in the samples. 


3. A basic assumption with re- 
spect to causality is involved. It 
is assumed that causality flows 
from the independent variables 
to the dependent variable. 
However, the decision to allo- 
cate a particular amount of 
space to a merchandise depart- 
ment may be based upon the 


tiated. 


profitability of that depart- 
ment. Industry practice makes 
it difficult to distinguish which 
variable is cause and which 
variable is effect. 


It is not possible to measure 
sensibly the influence of other 
variables on departmental prof- 
itability. For example, depart- 
mental location within the store 
has an important bearing on 
profitability. Moreover, the 
characteristics of a particular 
location have an important 
bearing on the value of selling 
space. 

The statistical technique is 
based upon annual figures. The 
measures that point toward 
certain decisions concerning the 
departmental allocation of sell- 
ing area are determined with- 
out regard to the varying sea- 
sonal patterns in the sales and 
stock requirements of individ- 
ual departments. 


An approach of this character 
does not preclude the need or 
desirability to consider many 
subjective factors that have a 
bearing on spatial decisions. 
Where relevant and pertinent 
they modify and supplement 
statistical findings. 


Summary 


A statistical method that provides 
some insight with respect to the impor- 
tance of space in determining depart- 
mental profitability has been suggested. 
An initial assumption with respect to 
the impact of space occupied on de- 
partmental profit appears to be substan- 
A function which is linear in 
the logarithms is “fitted” by the classi- 
cal least squares regression for each of 
two merchandise departments. Certain 


(Continued on page 223) 
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claim for the necessity cf relief. 


The authors raise some challenging questions about the tax prob- 
lents faced by retailers. Several tables and charts buttress their 











Taxwise, why should non-installment 
receivables be treated differently from 

,ose originating with time sales? Cer- 
tainly -he profits on charge sales do 
not occur before collection any more 
than do tiiose on installment sales. 

To inte retailer, the problem ties in 
directly with the demands on capital 
arising from the need to finance an ex- 
pending business in an inflationary 
economy. It is aggravated by high tax 
rates which consume as much as 52 per 
cent of income resulting from uncol- 
lected accounts. Therefore, the present 
tax policy, especially in relation to re- 
ceivables, needs review. A study of the 
statistics in our postwar period will il- 
lustrate the problem. 

The population of the United States 
has been steadily growing since 1945. 
Conservative sources predict that the 
growth will continue. Various statis- 
tics? evidence the growth. The popu- 

1 United States Department of Commerce, Bureau 


of the Census, Statistical Abstract of the United 
States—1957 (Washington 25, D. C.). 
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lation figures from 1945 through 1958 
and the projections to 1975 shown in 
Exhibit I are represented graphically 
on Chart. A. 

The growth of population and busi- 
ness has gone hand-in-hand since the 
end of World War II. Business must 
continue to grow with the population in 
future years if the standard of living 
is to be improved. Business growth 
confronts the executive with a serious 
problem in the area of working capital 
administration; namely, the need for 
new working capital to finance ever-in- 
creasing receivables. 

The trend of non-installment re- 
ceivables for the period 1945-1957 
shows an even greater growth. Ex- 
hibit 2 indicates the growth in terms 
of both dollars and quantity. The 
quantity growth is derived by deflating 
the reported dollars in the respective 
years to “constant” or purchasing 
power dollars. The statistics, concern- 
ing receivables, shown in Exhibit 2 
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Year Population 
ER ee eyo eens 139,928,000 
a re or 141,389,000 
| a EE eee 144,126,000 
OO shes cote 146,631,000 
| TS 149,188,000 
ae RE ere 151,683,000 
An Se rier rede 154,360,000 
BRE Saree ees nee 157,028,000 
| SE ee eee Te ey 159,636,000 


Population Growth in the United States for the period 1945-1958 with a 
projection to 1975 (Scale in Millions) 


EXHIBIT I 


CHART A 
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are illustrated graphically on Charts 
B and C. 

Chart B shows the rapid, sustained 
growth of non-installment receivables 
in the postwar years. This growth is 
the result of both volume and inflation. 
An examination of Chart C discloses 
that even when the inflation factor or 
influence is eliminated there is still a 
strong upward trend in non-installment 
receivable growth. Chart C reflects the 
growth in volume due to increased 
population and increased per capita 
spending. 

A combination of Charts A and B 
will produce the per capita share of re- 
ceivables through the years under dis- 
cussion. The per capita statistics shown 
in Exhibit 3 are illustrated in Chart D. 
Charts A and C also may be combined 
to show that an upward trend remains 
even if “constant” dollars are used. 
This trend is shown in Exhibit 3 under 
the caption “Adjusted per Capita.” 
Projections, on a straight line, are made 
through 1975. 

The unadjusted per capita column 
shown in Exhibit III indicates that 
each person in the United States is 
carrying a non-installment receivable 
load which has increased steadily since 
1945 and which by 1975 may reach 
$50.50. It is extremely important to 
note that the load is increasing not only 


in doll .°> but in terms of volume, as 
indica‘: by the adjusted per capita 
column. 


The statistics concerning non-install- 
ment receivables and the per capita 
share of non-installment receivables 
have been presented in two ways: dol- 
larwise and in terms of purchasing 
power. Although the “constant” dollar 
calculations indicate a quantity growth, 
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the growth in unadjusted dollar volume 
is more appropriate to the working 
capital problem. Business must obtain 
and work with inflated dollars and not 
constant dollars; therefore, the statis- 
tics using unadjusted figures are more 
pertinent to this discussion. 

In 1945, non-installment receivables 
were $1,612 million. The dollar amount 
of outstanding receivables has increased 
each year since 1945 and in 1957 had 
reached $4,829 million. There is no 
reason to believe that the upward surge 
in non-installment receivables will de- 
cline. In fact, by 1975 the non-in- 
stallment receivables may reach $11,500 
million dollars.? 

Receivables are short-term in nature 
and are constantly revolving ; however, 
the volume is growing. When one ac- 
count is liquidated, another (or two 
more) take its place. As is evident, even 
with a turnover of receivables, there is 
an amount dollarwise which is never 
liquidated. The never-to-be-liquidated 
receivables, although classed as current 
assets because of their revolving na- 
ture, are not in fact current but are 
rather long-term permanent invest- 
ments. A. A. Fitzgerald in discussing 
receivables asks: * 


“ 


. is not the capital used in 
book debts and stocks in a continu- 
ous business just as securely tied 
up as the capital used in such 
“fixed” assets as machinery and 
equipment ?” 


2 Estimated by multiplying the projected popula- 
tion of the United States for 1975 (228,463,000) by 
the per capita share of receivables in 1975 ($50.50) 
as projected on a straight line. 

2A. A. Fitzgerald, ‘“The Classification of Assets,” 
Accounting Research, July 1950, pp. 357-72. Also 
found in Selected Readings in Accounting and Audit- 
ing edited by Mary E. Murphy. Prentice Hall, Inc., 
1952, 








EXHIBIT II 
Non-installment Consumer’ s Non-installment 
Receivables * Price Index ¢ Receivables Adjusted ¢ 

Year (000,000) (1947-49-100) 0 

SE éénneie> sbdhGubseest ves vidbeae oe 1,612 76.9 2,096 
cera vii eueueheiabeceebesueineas 2,076 83.4 2,489 
Ske os Bel veaiet Eb alseecionen 2,353 95.5 2,464 
SE Ses + ob KAs oda rnsd a sbos anvenss 2,673 102.8 2,600 
BGs v0 os ebbs 0s onnabphes Wane eedep 2,795 101.8 2,746 
ee et Serer rarer ye roe 3,291 102.8 3,201 
SPUR bu ceuA eel esc oe bkkaes ss dnckcag he ee 111.0 3,248 
| es re, ee eee 4,011 113.5 3,534 
Pee eee eee 4,124 114.4 3,605 
Sere nee ‘vouee 4,308 114.8 3,753 
errs A Midna’ «$5 > 00% 4,544 114.5 3,969 
ee TTC ee 4,702 116.2 4,046 
ee ee ee eee 4,829 120.2 4,018 


* United States Depariment of Commerce, Office of Business Economics, Survey of Current Business 
(Washington 25, D. C.) 

t Consumer’s Price Index as derived by the United States Department of Labor. The base years are 1947, 
1948, and 1949, 

t Derived by dividing non-installment receivables by the consumer's price index for each year. 


CHART B 


All Retail Non-Installment Receivables (Excludes Service Receivables ) 
Unadjusted in Millions of Dollars 
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EXHIBIT Ill 





F Receivables Receivables 
Population (000,900) Unadjusted (000,000) Adjusted 
; Year (000,000) Unadjusted Per Capita Adjusted Per Capita 
dt re rey 140 1,612 $11.50 2,096.2 $14.90 
nee i vss 0a 141 2,076 14.70 2,489.2 17.70 
: PE 144 2,353 16.30 2,463.8 17.20 
A ae 147 2,673 18.20 2,600.4 17.70 
SE ee eT E 149 2,795 18.70 2,745.5 18.40 
: 4 a 152 3,291 21.60 3,201.4 21.00 
A i er 154 3,605 23.20 3,247.7 21.10 
a eee ae 157 4,011 25.60 3,533.9 22.50 
Ey eer 160 4,124 25.70 3,604.9 22.50 
LN keene: 162 4,308 26.60 3,752.6 23.20 
Pe ees 165 4,544 27.50 3,968.6 24.00 
ERAS erect 168 4,702 28.00 4,046.5 24.10 
ere 172 4,828 28.10 4,016.6 23.40 
| eee 35.50 27.00 
‘gt ee 41.00 37.00 
DT GiiebWarenneneenie 46.00 40.00 
7, eer ero 50.50 43.30 
CHART C 


All Retail Non-Installment Receivables (Excludes Service Receivables ) 
Adjusted by the Consumer’s Price Index in Millions of Dollars 
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CHART D 


Per Capita Share of Non-Installment Receivables in the United States 
(1945-1975) Based on Unadjusted Dollar Figures In Dollars 
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ables are more firmly fixed than in- 
vestment in machinery and equ.pment, 
because the business does not benefit 
by the liquidation provided through de- 
preciation. In addition there is no pos- 
sibility, with respect to receivables, to 
increase efficiency because of techno- 
logical improvement. The capacity of 


(receivables) to contribute to the reve- 
nue stream in the future is zero, and 
yet management is not able to convert 
and utilize these assets for alternative 
business purposes. The sales basis of 
revenue recognition must be seriously 
questioned in view of our current eco- 
nomic and social environment. 
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Present accounting practice (with 
some exceptions such as installment 
sales) holds that revenue is and should 
be recognized at time of sale. This is 
fine for a cash sale, but with the statis- 
tics on non-installment receivable 
growth as presented, one must question 
the equity of present practice as ap- 
plied to non-installment receivables. 


“There is an old saying that 
‘Nobody profits until semething is 
sold.’ Strictly speaking, this isn’t 
entirely true, for until you COL- 
LECT—IF you _ collect—your 
profits are only on paper, and all 
your costs and your profits are 
vulnerable.” 4 


Taxes paid on “paper” profits are actu- 
ally “prepaid.” These “prepaid” taxes 
are on profits which the businessman 
may never realize unless the business 
is liquidated. Worse yet, each incre- 
ment added to the growing quantity of 
never-to-be-liquidated receivables ne- 
cessitates raising funds to pay taxes on 
the “income” attributed to the added 
increment. No wonder many compa- 
nies are forced to factor their receiv- 
ables. By discounting or factoring com- 
panies are able to get the cash on which 
taxes have been “prepaid.” One might 
say that the government’s tax policies 
tend to subsidize commercial factoring 
companies. 

An additional working capital prob- 
lem exists when revenue is recognized 
at time of sale. Not only must business 
raise capital funds for expansion in a 
growing economy, but business must 
also raise extra cash to pay taxes on 
increments to non-installment receiv- 


‘Commercial Factors Corporation, “The Business 
Growth Pian,” p. 9. 
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ables. Harley L. Lutz writes of this 
problem : 


“The great handicap of new, 
growing business is lack of capital, 
not market competition. The in- 
come tax burden is the basic source 
of this handicap. . . . These rates 
prevent adequate financing of 
new, growth business out of in- 
ternal funds and they have largely 
dried up the external sources of 
venture capital.” ® 


In literature prepared for one of the 
major factoring institutions, taxation 
is given as one of the reasons for 
factoring. 


“First, the reason given for the 
increased utilization of accounts 
receivable financing have been 
strengthened by such basic back- 
ground factors as inflation, which 
raises operating costs of replacing 
plant and equipment, inadequacy 
of depreciation allowances and se- 
vere taxation.” ° 


Present accounting practice and tax 
treatment of non-installment receiv- 
ables result in two trying problems for 
the businessman: The shortage of 
working capital and, worse yet, the 
need to raise money to pay taxes on the 
income arising from accounts receiv- 
able, a never-to-be liquidated long-terin 
investment. 

Current treatment of installment re- 
ceivables permits the recognition of 
revenue on a cash basis, i.e., revenue is 

5 Harley L. Lutz, “Federal Tax Policy and Small 
Business,” in Should Federal Tax Policy Encourage 
Developrient of Small Business (Princeton, New 
Jersey: Tax Institute, 1956, pp. 29-32). 

Clyde William Phelps, Accounts Receivable 
Financing as a Method of Business Finance, pub- 
lished by the Education Division of Commercial 


Credit Corporation (Baltimore, 1957). (Italics ours 
for emphasis) 


(Continued on page 224) 











Collection Methods in Retailing 


JOHN W. JOHNSON 
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Minneapolis, Minnesota 


“Take this claim and reallv give that 
fellow the business. He’s been a rotten 
egg from the start and I want to see 
him suffer.” 

Sound familiar? Probably not... 
unless you happen to be in the full-time 
business of collecting past due accounts. 

Although instructions like this are 
slowly disappearing, it wasn’t too many 
years ago that retailers and other types 
of creditors were using collection agen- 
cies all too frequently to vent their 
wrath upon, or to punish, their delin- 
quent customers. 

Most of these earlier creditors had 
their own collection man or collection 
department. These company employees, 
however, frequently had instructions 
to push collections only to a certain 
point and not to go beyond this point 
lest unfavorable public relations result. 
These company collectors did an excel- 
lent job of holding down credit losses, 
but frequently they could not devote 
the time necessary to bring p2yment, or 
for public relations reasons, did not 
want to take the additional steps neces- 
sary to collect claims. 

Consequently, they looked to some- 
one else to take over where they felt 
their efforts would no longer be profit- 
able. It was at this point that the pro- 
fessional full-time collector became a 
necessity. 

Unfortunately, in the early days of 
expanding credit buying, many collec- 
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tors accepted the instructions to “give 
him the business.”” Some did so because 
they were carrying out the instructions 
of the creditor . . . but many did so 
because they wanted to collect the claim 
and did not know how else to do it. 
The natural conclusion was that the 
creditor had tried everything but fear 
and force and, consequently, this was 
the only tool that remained for the out- 
side collector. 


Changing Attitude 


Gradually those who made collecting 
their full-time work discovered effec- 
tive, and actually easier, ways to collect 
accounts, some of which were months 
or even years past due. 

The first new approach was simply 
to ask the debtor why the claim had 
not been paid. Sounds simple? Yes, 
but in many credit and collection offices 
it revolutionized collection techniques. 
It was the first step, for example, in 
doing away with a long and fancy set 
of collection letters. If a customer had 
not paid his account on time, it was 
assumed that there was a reason for 
the delinquency. Quite obviously, let- 
ters do not make it easy for him to 
communicate to you the reason why a 
bill has not been paid. If the creditor 
or the collector does not even know the 
reason, how then can he find a solution 
to help the debtor clear the matter up? 





—— = a 











COLLECTION METHODS 197 


Letter Series Curtailed 


Consequently, on local claims, most 
professional collectors now send only 
one letter. This procedure serves to 
establish their authority to collect the 
claim, gives the debtor instructions on 
what is expected, where, when, and 
how much, and introduces something 
else . . . the third party psychological 
impact on the debtor. 

If this first letter brings no response 
within five days, most professional col- 
lectors telephone and ask the debtor 
directly, ““What’s the problem ?” 

Of course, when debtors are scat- 
tered around the country, a second, and 
possibly even a third letter will have to 
be mailed. The number depends upon 
the size and age of the account, as well 
as the need for haste in effecting col- 
lection. If it’s a wholesale claim, for 
example, and the debtor is a retailer on 
the verge of bankruptcy, the collector 
who gets on-the-spot collection service 
after the first letter might make full 
recovery for his client. One who sends 
three letters, on the other hand, might 
find that by the time he gets there, the 
store is closed and the customer is out 
of business. Thus he is left with only 
a fractional share of any surplus assets. 

The second and third letters will 
bring some recovery because of another 
important factor used by professivaal 
collectors as well as by retailers: ele- 
mentary psychology. 


Motivating Factors 


Every one of us has a point of moti- 
vational vulnerability. If someone ap- 
peals to one or more of our motiva- 
tional areas, we will more than likely 
do what he wants us to do. 
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Collectors long ago introduced this 
concept into their collection letters as 
well as their collection telephone calls 
and personal interviews. 

The third-party approach, which con- 
fronts the debtor with something new 
and different after he has received nu- 
merous statements, letters, etc., from 
the creditor, frequently jars him loose 
and brings in payments. 

If this attempt does not succeed, ap- 
peals can be made to honesty or to the 
sense of pride that exists in most 
people. If these fail, the debtor can 
be told he will “save money” by paying 
now in order to avoid carrying charges, 
collection expense, etc. 

By pointing out these and other ways 
in which the debtor will benefit by pay- 
ing now, collectors make the second 
and third letters mailed to out-of-town 
retail accounts sufficiently effective to 
warrant their continued use. 

Collection letters are really a shot in 
the dark, however. You frequently can 
tell little about the debtor from his 
address. You don’t know what’s going 
on in his mind, you don’t know what 
his personal circumstances are, and 
your letters may merely be going into 
the wastebasket without being read. 
This is why after the first letter most 
collectors go straight to the telephone 
on all local claims. 


Why Telephone? 


Some agencies claim their telephone 
collectors make as high as 150 to 200 
collection telephone calls in an eight- 
hour period. I think this claim stretches 
the point a bit, but a good telephone 
collector should be able to make 75 to 
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100 good collection calls per eight-hour 
day. 

If you stili follow the old-fashioned 
notion that individually typed collection 
letters are necessary for all past due 
accounts, your secretary can’t possibly 
type this many letters per day. Re- 
member, too, that most of them will 
never be answered and many will never 
be read. If you use printed form letters 
(which an A.C.A. research study re- 
vealed to be almost as effective as in- 
dividually typed letters under collection 
agency conditions), one person can 
contact many more debtors. Here 
again, however, the return is much 
lower than with telephone calls, and 
you will still know very little about 
your debtor’s problems. 


Telephone Procedure 


In collection agencies, a telephone 
collector follows five simple steps. 
These are: 


1. Ask the name and reconfirm 
the address of the person to whom 
you are talking. Say something 
like, “Is this William F. Johnson 
... Yes... Do you still live at 
226 E. Main St... . Yes.” Now 
you know that the address has not 
changed, or you can get the new 
address if it has changed even 
though the telephone number re- 
mains the same. You may need 
this information later. 


2. Identify yourself. 


3. Ask for payment in full. The 
collector may say something like 
this: “You know, of course, Mr. 
Smith, that this account is seri- 
ously past due and we know that 
you want to get it cleared up.” 
“Yes, I do, but . . .” “Fine, now 
will you be able to stop in today 
with the money, or would you 


rather mail in your check?” When 
you say this, you'll occasionally get 
a promise to pay, but you'll more 
frequently get the reason for non- 
payment which brings us to step 
four. 


4. Determine the reason for non- 
payment. Sometimes it is neces- 
sary to wade through a lot of 
reasons that aren’t real to find out 
what it is. It is usually one of 
three things: 


a) Dispute 

b) Refusal to pay 

c) Lack of funds or belief in 
lack of funds 


Most reasons will involve lack 
of funds. Then the collector must 
determine if it’s real lack of funds 
or merely a belief that it’s lack of 
funds. For example, many debtors 
say they just do not have the 
money ... and they forgot all 
about those War Bonds they were 
saving for a rainy day. These are 
just the same as cash in the bank 
and the debtor should be convinced 
that he will be much better off by 
paying the claim than by having 
the money tied up where it is. 


5. Impress upon the debtor the 
agreement he has made. If he has 
promised payment in full, have 
him put down in writing the 
amount, new address, etc. If he 
promised to make certain monthly 
or weekly payments, have him put 
it down in writing. Then follow 
up this verbal agreement with a 
letter from your office, complete 
with payment schedule, amounts, 
etc. Don’t allow any chance for a 
misunderstanding to occur once an 
agreement has been reached. 


Many professional collectors, par- 
ticularly those in the larger cities, seek 
to conclude promises of payment in 
full, or payment plans, over the tele- 
phone. Particularly in the larger cities, 
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they do not want to have office inter- 
views if these can be avoided. The 
reason is simple; interviews are time 
consuming and therefore costly. 

Sometimes, however, when you have 
a debtor who wants to co-operate and 
it is impossible to determine the prob- 
lem or to find a solution over the tele- 
phone, it is necessary to ask him te 
come in and talk it over. Give him a 
definite appointment. Set a day, a time 
of the day, give him the name of the 
person for whom he is to ask, the ad- 
dress, etc. Leave nothing to chance. 

If you say, “Stop in the next time 
you’re downtown,” you'll be surprised 
at how infrequently the debtor comes 
downtown. 


Why an Interview? 


Most agencies now use what is called 
the “turnover” system of interviewing. 
This system provides for a girl to meet 
the debtor at the counter, to get his 
name and address, and write these 
down on a slip of paper, to pull his 
work card, to tell him the amount of 
the claim, and then to start writing a 
receipt for the full amount. 

If the debtor cannot make payment 
of the full amount, the girl merely ad- 
vises him that she does not have the 
authority to accept anything but pay- 
ment in full and he will have to talk to 
the collection manager. 

The collection manager then handles 
the collection interview in a private 
room where the debtor will not be em- 
barrassed by office personnel or other 
visitors being present. 

The interviewer's steps are the same 
as over the telephone. They are: 


1. Reconfirm all of the informa- 
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tion on the original credit ap- 
plication or on the debtor’s col- 
lection office work card. 
Determine the problem. 

Find a solution. 

Impress the solution upon the 
debtor. 


al ad 


Frequently in office interviews, col- 
lectors will have to get a complete list 
of the debtor’s obligations as well as his 
income, cost of living expenses, etc., 
before working out a payment plan that 
it is possible for the debtor to carry. 
To allow him to obligate himself for 
more than he can possibly pay is merely 
to invite a failure of the plan and a 
second office interview. 

Once again it is important to give 
him a copy of what he has agreed to, 
and most agencies have him sign the 
agreement. If this is on an open ac- 
count, for example, it might be neces- 
sary as evidence of acceptance of the 
obligation later on. 


Another Change Needed 


With these basic techniques and 
numerous refinements of them, the pro- 
fessional collector has developed a pro- 
cedure for doing both things the en- 
lightened creditor now wants. He can 
get the money and at the same time 
avoid antagonizing the delinquent cus- 
tomer. 

The biggest problem facing the col- 
lector is that he still gets many claims 
only after they have become almost 
impossible to collect. His problem is to 
get the creditor to recognize earlier 
when the services of a professional col- 
lector are needed. 

Another study by the research de- 
partment of the American Collectors’ 
Association three years ago revealed 








200 JOURNAL OF RETAILING 


that past due accounts drop to a value 
of 80 cents on the dollar after they 
become two months past due. They 
drop further to 67 cents on the dollar 
after six months, and to 49 cents after 
becoming one year past due. 

Consequently, the creditor who car- 
ries a delinquent account “just a couple 
of more months” without knowing why 
it is delinquent is merely allowing his 
account to depreciate rapidly. 

Some collectors have sold, or even 
given, creditors “precollection” or “free 
demand” letters. The creditor sends 
these to his delinquent customers in 
order to screen those who intend to pay 
from those who don’t. It helps satisfy 
him earlier that he does need outside 
help. 

The A.C.A. Creditor’s Collection 
Guide, which is available on request, 
lists ten danger points for a creditor to 
use as a guide in recognizing potential 
bad debt. They are: 


1. When the new customer does 
not respond to the first resell- 
ing notices: He cannot or will 
not pay. In either case, the 
law of averages in the calcu- 
lated risk is at work. 

2. When payment terms fail for 
no valid reasons: In this area is 
found the irresponsible debtor 
who pays when, and if, the 
spirit moves. This group will 
be responsible for anything 
from 25 per cent to 50 per cent 
of the entire collection activity 
cost. That cost, and the losses, 
are both reduced by decisive 
action. 

When repetitious unfounded 

complaints occur: These are 

the chisellers, usually much 
better handled by experts. 

4. When there is a denial of re- 
sponsibility: Without immedi- 


w 


ate professional help, these can 
be written off as total losses. 

5. When repeated delinquencies 
are concurrent with repeated 
change of address ar.d/or oc- 
cupation: It is from this well- 
defined group that 90 per cent 
of all “skips” originate. The 
smart creditor gets his money 
while it is to be had. He leaves 
the task of finding the debtor 
when he has become a “skip” 
to other creditors. 

6. When a delinquency coexists 
with serious marital difficul- 
ties: This is the same reason 
as in 4, with the adde“ urgency 
of getting the mone, before 
the customary disappearance 
of one or both responsible 
parties. 

7. Whenan obvious financial irre- 
Sponsibility is exposed: Hope 
for voluntary correction in 
these cases is inevitably repaid 
with a total loss. 

8. When the customer is a skip: 
The further he gets away and 
the longer he stays away, the 
harder he will be to find. 

9. When there is an unauthorized 
transfer or disposal of goods 
delivered on conditional sales 
contract: Only professional as- 
sistance, acting with the utmost 
dispatch, can make any re- 
covery. 

10. When any delinquent debtor 
fails to sustain communication: 
He is definitely in one of the 
above nine categories. Whether 
it be by reason of fear, ignor- 
ance, or unusual circumstances, 
it is necessary to take immedi- 
ate action to preserve any part 
of the indebtedness. 


Collection Policies in Other 
Countries 


In India last summer, creditors ex- 
plained to me that they were at the 


(Continued on page 224) 
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Why Department Stores Can Meet 
Discount House Competition 


Success of Discount Houses Due to Antiquated Accounting and 
Pricing Concept of Department Stores 


Barkev Kibarian 


Assistant Professor of Marketing, Northeastern University 





petitive challenger. 





The existence and growth of discount houses during the last decade, 
Dr. Kibarian points out, is prima facie evidence of the failure (at 
least temporarily) of department stores to face the competition 
and challenge presented by discount houses. He offers recom- 
mendations for improved pricing and accounting methods that he 
believes will enable established retailers to meet their latest com- 








In the past decade there has been a 
phenomenal growth of the “discount” 
type retailer operating on a markon 
only one half as large as that of the 
conventional retailer. For ten years 
now the mushrooming growth of the 
low over-head type of retailer has been 
carving into the sales volume of con- 
ventional retailers. The onslaught by 
discounters has resulted in a rear-guard 
action by old, established retailers to 
maintain the traditional one-price pol- 
icy. Yet, department stores with their 
inherently strong position can meet the 
price advantage of discounters. 

Department stores might compete 
more effectively on price itself if man- 
agement accepted the contribution-to- 
profits concept of individual products 
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and departments rather than continuing 
to use the old concept of percentage 
gross margin and net profits per indi- 
vidual product and department. 

The old concept of pricing is deter- 
mined by a markon of the average gross 
margin to the cost of merchandise. This 
pricing concept, or markon technique, 
stems from the accountant’s view of 
the problem of fixed cost allocation. 
This method of pricing has, in many 
cases, resulted in lower prices than the 
optimum prices obtainable, but has gen- 
erally resulted in higher-than-market 
prices for many products that became 
“sitting ducks” for discounters. The 
contribution-to-profits concept of pric- 
ing, on the other hand, is concerned 
with competitive market prices and 
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final return on net worth as the ulti- 
mate profit objective and basis of pric- 
ing strategy. The optimum price is 
set after considering market prices and 
return on net worth or the final total 
profit. Thus, the challenge by dis- 
counters can be met to the extent that 
department-store management becomes 
more flexible in pricing and adjusting 
rapidly to changing market conditions. 


Growth of Discoun: Houses 


The original discount house was de- 
scribed as a retail establishment offer- 
ing for sale “white and hard” goods at 
below normal average retail prices. 
Initially, discount houses specialized in 
“big” ticket items, such as refrigera- 
tors, washing machines, air condi- 
tioners, and television sets. Other mer- 
chandise was quickly introduced, such 
as portable appliances, toasters, small 
radios, hair dryers, irons, cameras, 
watches, and sporting goods, generally 
classified as “traffic items.” More re- 
cently discounters have expanded their 
lines to include cosmetics, textiles, and 
hardware. Some are even invading the 
field of “soft goods.” 

The conventional department store 
average markup on this merchandise is 
approximately 38 per cent of retail sell- 
ing price, as compared to discount 
houses, which generally take 20 per 
cent of retail selling prices. Largely 
for this reason, discount houses offer 
lower retail prices on practically all 
items. The technique used by con- 
sumers to take advantage of the lower 
prices is to inspect department store 
merchandise for brands, model num- 
ber, and prices. The consumer then 
visits the discount retailer with this 


specific information and proceeds to 
buy the same merchandise at substan- 
tial savings. 

Originally many discount houses 
were located in low-rental areas or on 
the edge of a principal shopping dis- 
trict with plentiful parking facilities, 
In New England, many occupied aban- 
doned factories; others operated in 
modern salesrooms, and still others 
merely utilized a sliding top, second- 
hand desk, telephone, and order pad. 
Most discounters still maintain only 
minimum essentials in display and de- 
cor. There are no lavish expenditures 
on interiors and many offer limited 
credit, delivery, and service facilities. 
The promotional strategy is simple: 
price-conscious consumers learn by 
word-of-mouth and limited institu- 
tional-type advertising that they can 
buy washing machines, refrigerators, 
television sets, and other goods from 
10 per cent to 50 per cent off the prices 
fixed under the fair trade contracts 
and/or prices set by conventional re- 
tailers. Actually, the method of pro- 
motion may vary from a circus-type 
promotion appeal to dignified adver- 
tising using newspaper, radio, and tele- 
vision. Most patrons of discount 
houses expect little or no “fancy trim- 
mings,” credit, or delivery, and want 
little, if any, salesmanship and return 
privileges. Many customers merely 
choose the merchandise, pay cash, and 
carry it to their automobile. Certainly 
in the heyday of the discounting nov- 
elty, they were willing to forego many 
accepted services in order to get a 
lower price on merchandise. 

No retail sales index specifically re- 
flects the growth of the discount house 
type of operation. However, there is 
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empirical evidence of the number of 
discount houses and of their size, 
growth, and success. Although there is 
no reliable estimate, one source con- 
tends that before World War II there 
were only a few discount houses; but 
between the end of World War IT and 
the summer of 1954 about 6,000 to 
10,000 discount houses sprang up from 
Maine to Seattle.: “Further indication 
of growth and strength is the forma- 
tion of the National Association of 
Discount Merchants. While there is no 
reliable sales data source, in 1956 the 
United States Chamber of Commerce 
estimated that retail discount outlets 
accounted for $25 billion, or 18 per cent 
of all retail trade.2 Their volume is 
steadily increasing. 

The growth and importance of dis- 
count houses may be illustrated by the 
success of the E. J. Korvette discount 
company. In just eight years, a quiet 
young man named Eugene Ferkauf ex- 
panded a $4,000 investment into a re- 
tailing enterprise grossing $55 million.* 

Another example is the Polk City 
discount house in Chicago with 250,000 
square feet of floor space that quickly 
piled up a $20 million volume of busi- 
ness.* 

It is reasonable to assume that the 
success of discount houses has to a 
substantial degree been at the expense 
of department stores that have failed 
to realize their full potential in con- 
sequence. This assumption is based on 
the falling sales curves of department 

1“Discount Houses Stir Up a $5 Billion Fuss,” 
Life, August 9, 1954, Vol. 37, No. 6, p. 52. 

2 John W. Wingate and Arnold Corbin, Changing 
Patterns in Retailing, Homewood, Illinois: Richard 
D. Irwin, Inc., 1956, pp. 126-217. 

*“The Spectacular Rise of E. J. Korvette,” For- 


tune (November 1956), Vol. LIV, No. 5, p. 122. 
* Life, op. cit., p. 53. 
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stores compared to total retail sales and 
disposable personal income, and the 
empirical evidence of discount house 
growth in the same period of time, 
namely, 1955 to 1959.° 


Pricing to Meet Competition 


The three broad price policies a 
threatened merchant may pursue are 
to: 

a. Price above competition 


b. Price below competition 
c. Meet competition 


Within a given range, many retailers 
attempt to embrace all three price poli- 
cies. In general, most department 
stores follow an average price policy 
for most departments, although main- 
taining above average and below aver- 
age price and quality lines for the 
purpose of increasing store traffic by 
tapping these different market seg- 
ments. The average price policy allowed 
has not met competition. 

Originally the objects of attack were 
fair trade and list prices. Prices were 
set by manufacturers at levels that of- 
fered extremely high markups to those 
retailers who observed them. Next to 
be examined were accounting and pric- 
ing techniques that became obsolete 
as they were concerned only with per- 
centage gross margin and net profit per 
department instead of meeting market 
prices and utilizing the contribution-to- 
profits concept. The high list prices 

5 Malcolm P. MeNair, Operating Results of De- 
partment and Specialty Stores in 1958. Boston: 
Harvard University Graduate School of Business 
Administration, Division of Research, Bulletin No. 
155, 1958, p. 3. 

See also, Disposable Personal Income, Total Re- 
tail Sales Indexes, compiled from United States 
Department of Commerce figures published in 


monthly and supplementary issues of the Survey of 
Current Business, as quoted by Malcolm P. McNair. 
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and high gross margins applied to mer- 
chandise generally had resulted in a 
protective umbrella for a more efficient, 
aggressive, new form of retailer. Re- 
tailers who use low markup, low ex- 
pense, and high turnover methods price 
their merchandise at levels much more 
closely related to their expense ratio. 
The time has come for department 
stores to realize that an article is worth 
what you can get for it, but all too few 
department stores have recognized this 
principle. 

Fred Lazarus, Jr., of Federated 
Stores said: “Some of our accounting 
has become antiquated and we have 
dealt in percentages instead of dollars 
of gross margin and net profit.” Mr. 
Lazarus also feels that pecple should 
have the choice of buying some goods 
at lower prices without guarantees and 
without services, and department stores 
should satisfy this demand.*® 


Rigidity in Accounting Methods 


The way accounting systems are con- 
structed and the way accountants gen- 
erally view the problem of cost esti- 
mates is an obstacle to pricing. The 
two cost analysis accounting views that 
have a bearing on pricing point out the 
problem facing the marketing manager 
when he attempts to price merchandise 
by working with cost data from his 
accounting department. The methods 
described, as already indicated, are the 
net profits method and the contribution- 
to-profit method. 

The net profits concept of pricing is 
determined by a markon of the average 
gross margin to the cost of-merchan- 
dise. The average markon includes 


® Wingate and Corbin, op. cit., p. 124. 


average fixed and variable expenses, 
plus profits based on past experience, 
On the arrival of new merchandise, the 
gross margin figure is the key deter- 
minant in pricing. Pricing policy is 
preoccupied with this margin and is 
concerned with keeping the margin wide 
without due regard for competitive, 
nondepartment store pricing. Depart- 
ment stores have met market prices of 
competitive department stores but not 
the market prices of new types of 
retailers. 


Recommended Approach 


The contribution-to-profits or re- 
turn-on-investment concept is con- 
cerned with final return on net worth 
as the key profit objective. When pric- 
ing by the contribution-to-profits con- 
cept, the first consideration is to meet 
competitive market prices. The dif- 
ference between gross margin on sales, 
less its direct expenses, results in a 
residuum pouring into the common 
reservoir. Out of this common reser- 
voir, tixed charges are met and the 
remainder is the net profit. On the 
arrival of new merchandise, the markon 
is determined by ‘considering competi- 
tive prices and what price will result in 
the highest return on investment. Com- 
petitive prices are met by reallocating 
fixed expenses and taking a smaller 
profit margin per unit. Market prices 
may be met as long as a contribution 
is made to profits or merely to over- 
head. In some situations, it may be 
advantageous temporarily to meet mar- 
ket prices even when they do not fully 
cover variable expenses. 

The contributicn plan was formally 
brought to the attention of the Na- 





~1Q tn & Ww bo 








DISCOUNT HOUSE COMPETITION 205 


TABLE I 


Net Profit Versus Contribution-To-Profit 


i — A ~~ B aa vinsl Cc weet as D 


ES eee eee ree 10,000,000 
2. Cost of Goods Sold....... 5,800,000 
3 Gross Margin ........... 4,200,000 
4. Direct Expenses ......... 1,200,000 
5. Operating Profit ......... 3,000,000 
6. Fixed Expenses ......... 2,200,000 
2 | eee Cee eee 800,000 


tional Retail Dry Goods Association 
(now N.R.M.A.) as far back as 1934 
by the late Carlos B. Clark of the 
J. C. Hudson Company of Detroit. In 
Clark’s own words: 

“It becomes increasingly apparent 
that a department store cannot be man- 
aged on the theory of a group of 
parallel departments, each contributing 
its residuum of net profit or loss to 
the exchequer. Instead, it must be pic- 
tured by management as two distinct 
activities and judged each by its own 
set of measurements. The selling de- 
partments are not parallel businesses 
producing net profit, but are like 
streams each pouring its contribution 
into a common reservoir. . . .”7 

Table I contains data illustrating the 
two different methods. The upper por- 
tion of the table from rows one to five 
represents the contribution-to-profit ap- 
proach in which only direct costs are 
assigned to each department. Note that 
row five, entitled, “Operating Profit,” 
indicates that all departments have re- 
sulted in a profit. The deduction of 
fixed expenses from the operating 

TCarlos B. Clark, “Departmental Expense Dis- 
tribution,” Standard Expense Center Accounting 


Manual (National Retail Dry Goods Association, 
New York, 1934), p. 144. 
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3,000,000 2,000,000 1,000,000 4,000,000 
1,200,000 1,550,000 450,000 2,600,000 
1,800,000 450,000 550,000 1,400,000 


600,000 150,000 250,000 200,000 
1,200,000 300,000 300,000 
900,000 275,000 325,000 700,000 
300,000 25,000 (25,000) 500,000 


1,200,000 


Loss 


profits illustrates the alternate ap- 
proach; net profits are shown in the 
last row of the table, row seven. All 
costs are allocated among the depart- 
ments as illustrated in row six, although 
it must be done on an arbitrary basis. 
After deducting variable and fixed 
costs, all but Department C show a 
profit. The loss is unreal because fixed 
expense allocation was arbitrary; the 
department did absorb $300,000 of the 
overhead, and actually this department 
caused total profits to be high. If com- 
petition were selling the products of 
Department C at even lower prices, 
this retailer could, and definitely should, 
meet the competitive prices. 
Department stores are probably in a 
strong position to meet price cutting, 
particularly in competition with dis- 
count houses. First, store traffic is im- 
portant to department stores ; second, 
they carry as many as 213,000 items in 
stock. This vast array of merchandise 
allows department stores to vary fixed 
and variable expenses and decrease 
profit margins on the highly competi- 
tive priced goods. The usual gross 
margin (or a higher gross margin) 
could be marked on for the remaining 
merchandise. Discount houses do not 
stock the vast variety of items carried 
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by department stores and would thus 
jose their advantage of pricing below 
departnient stores. 

The old pricing policy based on the 
net profits concept served, in essence, 
as a protective umbrella permitting dis- 
count houses to operate profitably. 
Their low fixed and variable expenses, 
coupled with a limited line of merchan- 
dise as compared to department stores, 
resulted in a significant price advan- 
tage. The limited line of merchandise, 
however, is their weakness. Their ad- 
vantage of low prices could have been 
nullified during their embryonic stages. 
The advantages enjoyed by department 
stores—breadth and depth of merchan- 
dise, prestige, prime locations, coupled 
with market pricing—could easily meet 
the competition of discount houses. 


What Progressive Retailers Have 
Done 


William Lowell, sales and promotion 
manager for the Ashburn Furniture 
Company in Alhambra, California, sur- 
veyed discount store prices and cut his 
own prices on every article directly in 
competition until they met or beat any 
discounter’s price. He then advertised, 
“Throw away those phony discount 
cards!” It was reported that sales in 
those particular departments where 
prices were competitive tripled in three 
weeks for the Ashburn Furniture Com- 
pany.® 

Goldman Brothers in St. Louis de- 
cided to join the list of discount houses 
since they felt they could not lick them. 
Before converting, they were a conven- 
tional department store for 60 years. 
In New York, Davey’s stores and the 


8 Life, op. cit., p. 56. 


Michael Brothers chain have opened 
discount house branches. In Chicago 
Carson, Pirie, Scott & Company, 
opened a “warehouse” branch that is 
actually a discount store; in New- 
ark, Bamberger holds cash-and-carry 
“warehouse sales.” In June 1954, the 
J. C. Hudson Company of Detroit ran 
an advertisement that caused other 
merchants to revise their price tags. 
The advertisement listed its prices on 
155 nationally advertised items and 
said they were their everyday prices, 
A $43.95 roaster was tagged at $29.95; 
a $149.50 movie camera at $119.60, 
The prices met and, in many cases, 
were below discount store prices.° 
Some people feel that discount 
houses are merely a passing phase in 
United States retailing. Discounters 
may start by selling only appliance 
lines, but they soon broaden their lines 
and are forced to take on added per- 
sonnel and services. Discounters sell- 
ing only appliances have found their 
margins cut so sharply that survival 
by means of this group of products 
alone has been almost impossible. 
Many discou::ters have taken on higher 
markup goods, such as apparel, which 
requires broader, deeper inventories, 
full assortments of style, color, and 
size. Consequently, their operating 
costs have increased. Some believe that 
the ultimate in retailing will be a com- 
bination of discount techniques and 
creative department store selling meth- 
ods. Others say that retailing may 
divide itself into two distinct groups— 
a high-priced type stressing luxury and 
service, and a low-price type stressing 
economy with very little service. 


® Loc. cit. 


(Continued on page 224) 
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How Department Heads Spend 
Their In-Store Time 


A RESEARCH STUDY 


ROBERT M. STRAHL 
Kent State University 








Do buyers perform many tasks that might more economically be 
covered by sales and stock personnel? If so, which are the tasks 
that need reassignment? To answer these questions the author has 
made a study-in-depth of the practices of eight buyers. 








The importance of the work done by 
heads of merchandising departments 
has long been recognized by their em- 
ployers. Although much of a descrip- 
tive nature has been written about their 
opportunities and preblems, and a few 
careful studies have been made of their 
specific duties, virtually nothing is 
known of the amounts of time they 
apportion to various work activities. 


Purposes of the Study 


This is an investigation of the time 
allocations or time-and-duty patterns 
of eight managers who were employed 
by a particular store. Study of their 
job performance is undertaken for the 
purpose of obtaining answers to the 
following questions : 

1, What is the average time-and- 


duty pattern of these eight de- 
partment heads? 
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2. What important differences are 
there, if any, between the av- 
erage patterns of male and fe- 
male managers ; between those 
of large- and small-department 
managers ; and among the av- 
erage patterns of those who 
were rated above-average, av- 
erage, or below-average in the 
performance of their duties? 

3. What significant relationships 
exist, if any, among the quan- 
tities of time they devoted to 
major work activities ? 


Scope of the Study 


This inquiry is confined to the in- 
store work of the eight managers—or 
buyers, as they are so often called. 
Activities in central wholesale markets 
are not considered. The term “in-store” 
is used to cover not only work within 
the store building, but also buying trips 
to local wholesale houses or hotel sam- 
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ple rooms, local comparison shopping 
trips, and local customer calls. It is 
recognized that mental and emotional 
behavior are important parts of in- 
store work, but no attempt is made to 
measure thinking or feeling. 

The department store in which the 
research was done was located in a 
Midwestern city with a population of 
approximately 100,000 people. The 
firm had about 950 regular employees. 
The merchandising component of the 
organization was composed of eight di- 
visions, one of which retailed foods. 
The seven nonfood divisions included 
forty-two departments, which were 
managed by thirty-three department 
heads; eighteen leased departments ; 
and fourteen “cost” or service depart- 
ments. Many shoppers living in or 
about urban centers would have recog- 
nized this store as a counterpart of 
the large-scale, promotional-minded, in- 
dependent retail institutions in their 
communities. 

The store in question expected its 
managers to be in their selling areas 
during the most opportune selling 
hours of each day. But the times at 
which they began and ended their day’s 
work and their rest periods were only 
generally indicated. There was a strong 
incentive feature in the compensation 
arrangement made with each buyer, 
which was in the form of an individual 
sales quota in the case of heads of 
small merchandising departments. Top 
management intended that buyers re- 
ceive on-the-job training, especially the 
least experienced ones. These policies 
were a part of the environment in 
which job performance took place. 


Data Collection 


Study of the company’s traditions, 
policies, and procedures was facilitated 
by the researcher’s status as an em- 
ployee of the firm. During a period of 
about two years, acquaintances were 
developed with department heads 
through supervisory training sessions 
and studies of special problems at the 
departmental level. 

All observations were made during 
the last half of June and the month of 
July. Each observation extended over 
a period of three consecutive working 
days. A random order of subjects was 
followed. It was originally planned 
that eight three-day observations would 
be made in a period of twenty-four 
consecutive working days, but inter- 
ruptions occurred which were beyond 
the control of the observer. The first 
of these caused a delay of three work- 
ing days between the first and second 
observational periods. During the delay 
a second observation was made of the 
department manager first observed, the 
results of which are used for compar- 
ing time-and-duty patterns developed 
irom different work periods of the 
same department head. A second delay 
of six working days occurred between 
the sixth and seventh observational 
periods. 

In order that data could be classified 
and compared in ways which might 
prove fruitful, it was planned that 
half of the number of buyers selected 
would be drawn from large depart- 
ments, using more than seven regular 
salespeople, and half from smaller de- 
partments, using less than seven; that 
half of the number would be males 
and half females; and that two would 
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be managers who were rated above- 
average by the store’s top manage- 
ment group, two below-average, and 
the other four average. An additional 
provision of the research design re- 
quired that three of the managers be 
picked from departments located on 
the first floor, two from the second, 
two from the third, and one from the 
fourth. Thus representation would be 
given to each of the merchandising 
areas that was roughly proportional to 
its importance to store volume, and a 
maximum number of merchandising 
‘ivisions would be represented. All 
requirements of the foregoing quotas 
were met by selecting heads of the 
following departments: Floor Cover- 
ings, Housewares, Women’s Sports- 
wear, Piece Goods, Girls’ Wear, Lug- 
gage, Jewelry, and Hosiery. 

After authorization for the study 
had been obtained from store officials, 
the personnel who were to be observed 
were called together by one of the 
firm’s two vice-presidents. He ex- 
plained the general plan of observation 
and assured the managers that only 
consolidated results of the study would 
be reported to management. Buyers 
were informed at that time of the dates 
on which they would be observed. 

Recording of timed activities was 
begun as soon as the buyer under ob- 
servation entered the store to commence 
the day’s work and was continued until 
he or she left the store at the end of 
the working day. Data were recorded 
by means of abbreviations and sym- 
bols on a prepared form and classified 
into one hundred forty-eight catego- 
ries. These were consolidated later into 
thirteen types of observable activities. 
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Data collected by openly observing 
or questioning people are sometimes 
suspected on the ground that actions 
of subjects or answers of respondents 
may be biased by the presence or be- 
havior of researchers. Identification of 
the degree of bias in data used in the 
present study is complicated by three 
facts: First, managers were often ob- 
served by a superior at the same time 
they were watched by the researcher. 
Second, a time-and-duty pattern dis- 
closes the apportioning of a worker’s 
time, but not the speed or efficiency of 
his work. Third, there are no generally 
accepted standards for judging the 
“normality” of a department head’s 
division of his working time. There- 
fore, the quality of the data used must 
be judged on the basis of the nature 
and sequence of the steps taken to 
obtain them. 


General Time-and-Duty Pattern 


When data obtained from twenty- 
four days of observation are summa- 
rized, as in Columns (1) and (2) in 
Table I, they reveal the emphasis in 
terms of time that the department’ 
heads gave to major physical activities. 
About one half of the average day was 
devoted to selling tasks. This fact and 
the high priority given to personal sell- 
ing and the supervision of salespersons 
are a sound basis for concluding that 
the persons observed were primarily re- 
tail sales managers rather than buyers. 

While 18.3 per cent of the aver- 
age day was spent in activity of a 
supervisory nature, 35.0 per cent was 
devoted to personal selling and stock- 
keeping, two types of work which com- 
prise the major portion of the sales- 
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TABLE I 


The Average Time-and-Duty Pattern in the Observed In-store Work 
of Eight Department Heads 


Average Time Per Day 
A. 


Dispersion of Daily Ratios 
A. 








Type of Activity “ Minutes 

(1) 
alee wal vie ou ok wk ees ven 250.2 
a 125.4 
Customer Servicing ................ 26.5 
Special Promoting ................. 8.0 
Sales Supervising .................. 90.3 
MEY ates ei ckh ses chcsdessacvixecac 64.5 
A ae eee 47.3 
ID id ies AN MERADR CNS 6550 Kav rene 59.9 
Confer with Superiors.............. 12.3 
ee 21.5 
Interdepartmental Travel ........... 23.3 
ES PE Pe ae 2.8 
SIPS eat al i nn 237 
| Se eee ee 38.8 
Conversation with Observer........... 9.9 
RR es ee 494.3 


person’s assignment. These proportions 
indicate the approximate balance be- 
tween supervisory and operative work 
in the selling portion of the depart- 
ment head’s job. It is also noteworthy 
that despite the firm’s promotional- 
mindedness and the large amount of 
time devoted to selling functions, only 
about 2 per cent of the observed time 
was spent on tasks of a special pro- 
motional nature. 

A significant feature of the average 
day was the amount of idle and per- 
sonal time expended. Although the 
managers averaged an %4-hour day, 
62.5 minutes of it was apportioned to 
these two types of activity. Of the 38.8 
minutes shown in Table I as average 
personal time per day, 32.6 were used 
for rest periods or breaks and 6.2 were 
spent on personal errands. Of the 23.7 
minutes shown as average daily idle 





‘ “Standard Coefficient 
Per Cent Deviation of Variation 
(2) (3) (4) 
50.6% 15.6 30.8% 
25.4 12.3 48.4 
5.3 6.9 129.6 
1.6 1.5 93.8 
18.3 6.7 36.6 
13.1 10.1 76.9 
9.6 5.5 57.1 
12.1 5.9 48.8 
25 ZS 100.0 
4.3 3.8 88.4 
4.7 1.3 27.7 
0.6 0.8 130.0 
48 2.3 47.7 
78 3.2 41.0 
2.0 1.6 80.0 
100.0% 


time, 3.4 resulted from waiting for 
cash registers to be checked, waiting 
to confer with store executives, and 
delays caused by other factors; and 
20.3 were spent in general conversation 
with persons employed in other areas 
of the store and on topics unrelated to 
work. 

The percentages in Column (2) of 
Table I reveal the general profile of 
time apportionment practiced by the 
selected managers ; however inspection 
of their ‘daily patterns reveals large 
amounts of day-to-day variation in the 
share of time devoted to each type of 
activity. Standard deviation values in 
Column (3) substantiate this interpre- 
tation. Furthermore, study of the co- 
efficients of variation in Column (4), 


which measure relative dispersion, dis- . 


closes the lesser variance in the daily 
ratios for such activities as_ selling, 
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TABLE II 


Comparison of the Average Time-and-Duty Patterns of Male and 
Female Managers 


Type of Activity 


ee fe Coe eee er eee ee 
ND NI o's 6b 5050 0400s ose eeeoes 
TS 
SMI 055 0c cb etsddrdseeateds 
Es ee ee eee 
DA NGS Hh See WHEN bes eu RED OV SsKenee Hees 
COR Tee Oe errr ee 
SCE SiN Ob ix CGN Givib.s we cos 5 ERRC SR SaM 
Geter with Saperiors.............cccccess 
ES cee eT eee ee 
Interdepartmental Travel .................. 
NT eee ee ee er 
Idle and Personal........ Diseat s as sae Senwekine 
Conversation with Observer.................. 


Male Managers Female Managers 


(1) (2) 
baeeaiaa 54.8% 46.4% 
‘vegans 26.0 24.8 
et NE 9.0 1.6 
ee | 1.2 2.0 
ee 18.6 18.0 
etait 114 14.8 
os Matas 8.3 10.9 
ids ah 11.2 13.0 

2.8 22 
eee 3.2 5.4 
indies 4.3 5.1 
sacdeitts 0.9 0.3 
pes neue 137 12.5 
pei he 16 24 
itis 100.0% * 100.0% + 


* Computed on the basis of an average day of 497.8 minutes. 
¢t Computed on the basis of an average day of 490.8 minutes. 


sales supervising, and interdepartmen- 
tal travel and the greater variance in 
those for such activities as customer 
servicing, conferring with superiors, 
special promoting, and studying rec- 
ords. 

Further analysis of the group’s av- 
erage time-and-duty pattern is neces- 
sary if any of the variation about each 
of its mean percentages is to be ex- 
plained. As a first step in this direc- 
tion, it is tentatively assumed that part 
of the variation which has been found 
is related to differences in the sex and 
competence of the managers observed 
and in the size of the departments in 
which they work. 


Male and Female Managers 


Data in Table II are arranged to 
permit comparison of the average time 
allocations of the four males observed 
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with those of the four females. Two of 
the four buyers in each group headed 
small departments. Although two of 
the males were rated below-average 
and two of the females above, the work 
of the other two persons in each group 
was considered average. 

The only significant dissimilarity ex- 
ists in the selling classification, and it 
stems almost solely from the wide dif- 
ference in shares of time allotted to 
customer servicing, a type of activity 
that consisted almost wholely of han- 
dling customer complaints and adjust- 
ments. The individual customer-serv- 
icing ratios of female department heads 
(0.95, 1.2, 1.3, and 2.9 per cent) are 
markedly different from those of males 
(4.2, 7.1, 7.6, and 18.0 per cent). 
Moreover, examination of the daily 
patterns reveals the high degree of 
consistency with which this difference 
occurs. All daily customer-servicing 
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percentages of females are less than 
the group average (5.3 per cent), with 
all values lying between 0.4 and 4.2 
per cent. On the other hand, seven of 
the twelve daily ratios of males are 
greater than the group average, with 
the twelve values lying between 1.8 
and 29.7 per cent. This relatively large 
proportion of time used for complaints, 
adjustments, and minor customer serv- 
ices characterized the work of man- 
agers in such widely diverse fields as 
housewares, floor coverings, and piece 
goods. When one considers the cus- 
tomer servicing normally required in 
the selling of hosiery, women’s sports- 
wear, jewelry, and girls’ wear (lines 
handled by the female buyers), one 


cannot attribute the differential be- . 


tween the average ratios to differences 
in the nature of the goods handled by 
the two groups of merchandisers. 


Patterns 


Part of the variance in daily time pat- 
terns is associated with the magnitude 
of departmental operations. Data in 
Table III reveal that small-department 
managers spent about twice as much 
time in personal selling as did leaders 
of large departments. But large-depart- 
ment supervisors spent about twice as 
much time on buying activities as did 
managers of small departments. More- 
over, a much larger proportion of the 
supervisor’s average day was given to 
conferring with superiors and studying 
departmental records than was the pro- 
portion of the manager’s day. 

It is noteworthy that almost twice as 
much time was consumed by small- 
department managers in moving about 
the store (interdepartmental travel) as 


was used in their study of records and 
conferences with superiors combined, 
The small amount of time devoted to 
such conferences indicates that these 
managers probably were not receiving 
much training. It was found that in 
all eight departments consultations of 
this type were devoted largely to dis- 
cussion of immediate problems and 
communication of specific information, 

Although important differences be- 
tween the average patterns of large- 
department and small-department man- 
agers do exist, it does not follow that 
they are related solely to departmental 
size. These differences rnay be just as 
closely related to differences in quality 
of work performance. Such a rela- 
tionship is suggested because the small- 
department group consists of two be- 
low-average buyers, one average, and 
one above-average buyer, while the 
large-department group is composed of 
three average managers and one above- 
average manager. (None of the firm’s 
large-department managers had been 
rated below-average.) It is possible, 
therefore, that the use of a small pro- 
portion of time for buying activities, 
for example, might be characteristic 
of managers of small departments 
whose work is below-average. It is 
this type of relationship that is inves- 
tigated next. 


Productivity as Variable 


Data in Table IV disclose the av- 
erage patterns of managers who were 
rated above-average, average, or below- 
average in respect to their typical work 
performance. The time-and-duty pro- 
file of average supervisors is based on 
twelve days of work, but the other two 
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TABLE Ill 


Comparison of Average Time-and-Duty Pattern of Managers of 
Small and Large Departments 


Type of Activity 


EE ey ey eee Sore ener 
RE SHU o.oo ck chee ee pees see 


Customer Servicing ............ccscccc000 
i ME Sissi ccaceinsccvducteaas 
ee A a a ree eae 
MSM aha w ahs $Abe 44544 00 ka0 2 06h 08 
I oR ocd Chal ss sem nce toenees 
NR I an Se kag esl nial «wb. mia 
Confer with Superiors.................... 
i Se Goer ed ties «65 05ss00 baeunese 
Interdepartmental Travel .................. 
Rte eC ea ere ee 
ee ee 
Conversation with Observer.................. 


Managers of Managers of 
Small Departments Large Departments 

eae 59.4% 41.8% 
eG ewnee 34.0 16.8 
cee. a 6.1 4.5 

pe ates 1.6 1.6 

Tt 17.7 18.9 
tek Sees 9.2 17.0 
ee 9.5 9.7 
acre 8.5 ' 157 
eases 0.6 44 

ss a aeeed yy 6.5 

a eres 42 
erry 0.6 0.6 

. ae we 119 13.3 
<a 1.5 a 
tegen 100.0% * 100.0% + 


* Computed on the basis of an average day of 493.2 minutes. 
+ Computed on the basis of an average day of 495.3 minutes. 


patterns are each based on six. As a 
consequence, one could expect to find 
greater stability in ratios of the former 
than in those of the latter two. Despite 
this limitation of the data, there are 
conspicuous differences in connection 
with four types of activity. 
Below-average personnel spent much 
larger proportions of time in personal 
selling and customer servicing than did 
average and above-average managers. 
“Problem” buyers also tended to devote 
comparatively small shares of time to 
buying and studying departmental rec- 
ords. Above-average managers’ ratios 
were relatively high for stockkeeping. 
The comparisons that have been 
made, employing data in Tables II, III, 
and IV, reveal that part of the day-to- 
day variance in the patterns of the 
buyers studied is associated with dif- 
ferences in their sex, their work com- 
petence, and the size of their depart- 


Winter 1960-1961 


mental operations. These differences 
accompany variation in ratios for per- 
sonal selling, customer servicing, buy- 
ing, stockkeeping, conferring with su- 
periors, and studying records. In some 
cases the relationship is simple, in 
others complex. For example, a rela- 
tively high average ratio for stockkeep- 
ing is characteristic of the work of 
above-average department heads, but 
a comparatively high ratio for cus- 
tomer servicing is associated with male 
managers who were in charge of small 
departments and who were rated below- 
average by management. A relatively 
high buying percentage is found in the 
average patterns of managers of av- 
erage and above-average competence, 
as well as in that of supervisors who 
direct large departments. 

While different subgroups of buyers 
within the group studied tend to divide 
their time in ways that are significantly 
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different, much of the daily variation 
in this division stems from the require- 
ments of customers. This is illustrated 
in the following comparison. 


Two Observations of Same Manager 


A three-day delay occurred after ob- 
servation of the first manager (who 
was in charge of luggage and other 
leather goods), which provided an op- 
portunity to make a second observation 
of him. His first time pattern was ob- 
tained during the three days preceding 
Father’s Day; his second (composed 
of data not introduced heretofore) was 
acquired during the three days follow- 
ing it. The level of selling activity was 
very high in this department during 
the first period and very low during the 
second. 

Comparison of ratios in Table V dis- 
closes important differences in shares 
of time devoted to personal selling, cus- 
tomer servicing, buying, record study- 
ing, and idleness and personal activity. 
In each of these five classifications the 
larger ratio is more than twice the size 
of the smaller one. These data illus- 
trate the important differences between 
time patterns for two periods of work 
when the only significantly different 
factor involved is the level of customer 
requirements. 

Furthermore, it is noteworthy that 
the important differences in the two 
patterns are related to four of the six 
types of activity in which variation is 
found to be associated with differences 
in sex, work competence, or size of 
department. While these characteris- 
tics of managers or their work environ- 
ments, which were constant throughout 
the term of work observation, are re- 
lated to certain trends in their time ap- 


portionment, the level of customer re- 
quirements, which varied throughout 
the period of study, influences the 
interrelationships among the various 
types of activity with respect to time 
allocation. 

Inasmuch as it was observed that the 
daily volume of these requirements was 
closely related to the percentage of time 
managers allotted each day to selling 
activities, proportion of selling time 
can be regarded as an independent 
variable in the time-and-duty pattern. 
To what extent, then, are fluctuations 
in other time-duty elements of the day 
related to those in selling time? 


Covariation Between Proportions 
of Time 


In inquiring into these relationships 
it is necessary to allow for the fact 
that the sum of the proportions of 
time for any period must equal 100 
per cent. The constraint thus imposed 
makes it necessary to measure covaria- 
tion between variables in terms of their 
respective deviations. 

When daily deviations from the mean 
of selling percentages are correlated 
successively with those about the mean 
times of four other categories of ac- 
tivity, the signs of the coefficients of 
correlation reveal that all four relation- 
ships are of an inverse nature. Cor- 
relation is highest in the relationship 
between ratios of selling time and those 
of buying time, with r having a value 
of —.759. Fifty-seven and six-tenths 
per cent of the variation in percentages 
of buying time is associated with fluc- 
tuation in the proportions of time con- 
sumed in selling activities. Forty-three 
and nine-tenths per cent of the changes. 
in the proportions of time spent on the 
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TABLE IV 
Time Patterns As Related to Relative Productivity 

Above-Average Average 

Type of Activity Managers Managers 
(1) (2) 

neh Sh i esan esi xbedcnakedenseenaxenes 42.3% 46.870 
MONON CEEENI Sie Foo. oon ks 0's en ts vsti 21.8 23.1 
Se errr Pere 1.1 47 
EE I iow 5s sn nw adnadtamrs sae 1.4 2.0 
I 5 ys ss ais'e 0 vas RES > GN 18.0 17.1 
TT, USP Cee eee eet. eee 14.8 15.3 
I a's 0g aes kd oh xen sgn shah eee ist 7.9 
NCES his Gains ow 6 hae aCeiens i aD eo ae 114 14.6 
Ronen With SUDETIO’S.. 6 i... csi ce 1.5 3.9 
I BA 5 hd ns vos ows BES See one 48 5.3 
Interdepartmental Travel .................... 5.1 4.5 
Ce RO ee ee rere, 0.9 
re MANN MIE 0, .sui:5-s oa <5 Swiss 40:0 8 lp aiding 13.1 
Conversation with Observer................... 2.4 23 

Oo EEE ee ny Sst eam arenne Pek se ei) 100.0% * 100.0% + 


* Computed on the basis of an average day of 500.5 minutes. 
+ Computed on the basis of an average day of 487.9 minutes. 
t Computed on the basis of an average day of 501.0 minutes. 


TABLE V 
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Below-Average 


Managers 
(3) 

66.0% 
33.2 
11.1 
1.1 
20.6 
Ta 
7.1 
8.2 
0.8 
2.2 
48 
0.5 
10.3 
09 


100.0% } 


Two Patterns Resulting from Separate Observations of Same Manager 


Type of Activity 


SD A hc aye ly testo ear, Soni icia hee 4 aR EN 


SET HENNE cio x 2p kale wads «ee Ve baie eee ROR 
Customer Servicing ................ we wareed 
er re ee ee ee ee 
Sales Supervising ......... : 
SSS ee SOA ners ee 
SO IS ead rt ee ee ee ee 
ere ee 
OE MS a ae ere ere 
a es cd. pe vid hoe ween $0 o VON 
AE ROUGE eas oss csevnss sacensuenn 
I Sn elk ois caso 6 ase. JF a reas Pip 
Idle and Personal.......... ee 
Conversation with Observer..............-....eeeees 


ii eee RE eS RE SS Lee UN 


* Computed on the basis of an average day of 521.1 minutes. 
t Computed on the basis of an average day of 463.8 minutes. 
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First Pattern 


Second Pattern 


(2) 
37.3% 
16.9 

1.7 

3.3 
15.4 

5.6 
14.9 
17.5 

2.4 

8.3 

5.8 

1.0 
24.2 

0.5 


100.0% + 
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study of departmental records and con- 
ferences with superiors is linked with 
the behavior of percentages of selling 
time. For proportions of nonbusiness 
time (idle time plus personal time) the 
coefficient of determination is 21.3 per 
cent, and for those of stockkeeping 
time is 9.5 per cent. 


Conclusions 


The composite of work studied in- 
dicates the prime importance attached 
to personal selling and sales supervis- 
ing by these department heads. Time 
spent on these two types of activity 
plus lesser amounts devoted to cus- 
tomer servicing and special promoting 
accounted for 50.6 per cent of the av- 
erage working day for the 24-day pe- 
riod. Smaller shares of time, on the 
average, were devoted to buying, stock- 
keeping, moving from one department 
to another, studying departmental rec- 
ords, and conferring with superiors. 
The time expended on buying tasks by 
managers under observation was only 
slightly more than the sum of idle and 
personal time. However the group’s 
average time-and-duty pattern is not 
useful in predicting a manager’s time 
pattern on a given day, for the day-to- 
day variation in time allocations is 
quite large. 

Part of this variation can be ac- 
counted for by relationships that ex- 
isted between characteristics of man- 
agers and the size of their departments, 
on the one hand, and their apportion- 
ing of time to six types of activities, on 
the other. Heads of small departments, 
especially those with records of below- 
average performance, tended to spend 
more time in personal sejling than 


did heads of large departments. The 
amount of time spent in handling cus- 
tomer complaints and requests for ad- 
justments by male managers was con- 
sistently greater than that which female 
managers used for such purposes. The 
difference between the average ratio of 
below-average, male buyers and that 
of above-average, female buyers is even 
larger for this type of activity. Small- 
department supervisors, particularly 
low-rated ones, spent less time on buy- 
ing activities while being observed than 
did supervisors of large departments. 
The average proportion of time given 
to stockkeeping activity by above-av- 
erage managers was about 50 per cent 
larger than that of any other classifi- 
cation of managers. The spending of 
relatively large proportions of time in 
conferring with superiors and studying 
departmental records tended to be char- 
acteristic of leaders of large depart- 
ments, while the opposite was true of 
those in charge of small departments. 

Part of the day-to-day variation in 
time apportioning can also be explained 
by relationships that existed between 
shares of time devoted to selling ac- 
tivity and those allotted to buying, 
studying records and conferring with 
superiors, nonbusiness activity (idle 
plus personal), and stockkeeping, re- 
spectively. Each of these four vari- 
ates was inversely related to variations 
in daily proportions of time used for 
selling activities. Fifty-eight per cent 
of the change in buying ratios was 
associated with fluctuations in those 
for selling, while 44 per cent of that 
in percentages of time employed in 
studying of records and conferring 
with superiors accompanied variation 


(Continued on page 224) 
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The Honor Roll in Retailing 
at New York University 


A Roster of America’s Retailing Leaders 


CHARLES M. EDWARDS, JR. 
Dean, New York University S¢hool of Retailing 








Paul H. Hammaker 


For more than thirty years the New 
York University School of Retailing 
has been honoring leaders in retailing 
from all parts of the country by con- 
ferring upon them honorary member- 
ship in the Alpha Chapter of the Eta 
Mu Pi Fraternity, the only fraternity 
of its kind in the field of retailing. 
Founded in 1922 in the New York 
University School of Retailing, Eta 
Mu Pi has grown ito a national or- 
ganization. 
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In keeping with the high standards 
to which it has adhered since its estab- 
lishment, the Alpha Chapter grants 
honorary membership only to those 
who have made noteworthy contribu- 
tions to the ethics, the science, and the 
practice of retatling. 

When it awards honorary member- 
ships to men and women of outstanding 
accomplishment in retailing, the Alpha 
Chapter presents to the recipients writ- 
ten citations that summarize some of 
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the major facts about their achieve- 
ments. In the belief that the careers 
of these distinguished merchants will 
prove inieresi'ng and inspiring to its 
readers, the JoURNAL OF RETAILING 
publishes one or more of these citations 
in cach issue. The purpose is twofold: 
(1) to call well-deserved, wider atten- 
tion to the attainments of some of the 
foremost business leaders of our day, 
and (2) to provide a cumulative source 
of information about retailers for ref- 
erence purposes. 

Chosen for recognition in this is- 
sue 1s: 


Paul H. Hammaker 


As President of Montgomery Ward 
& Company, Paul M. .Hammaker di- 
rects the destinies of the sixth-largest 
retailing organization in the United 
States, with sales in 1959 of approxi- 
mately one and a quarter billion dol- 
lars. Supervising the activities of more 
than 1,100 retail stores and catalog 
stores in over 1,000 communities of the 
nation, he manages a vast empire of 
men, money, and merchandise. 

Son of a distinguished bishop, Paul 
Hammaker decided early upon a busi- 
ness career. As the first step toward 
achieving his goal, he attended the Uni- 
versity of his native state, [ilinois, 
from which he was graduated in 1925 
with the degree of Bachelor of Com- 
mercial Science. After spending five 
years with Amos Parrish & Co., where 
he was initiated into the intricacies of 


merchandising and promotion, he was 
well equipped for his first venture with 
Montgomery Ward. Advancing steadily 
in rank and stature, he remained with 
Ward’s for ten years. Then he joined 
the management staff of Marshall Field 
& Company, where he rose to the post 
of Senior Vice President and General 
Merchandise Manager. 

In 1957 Montgomery Ward was re- 
covering from a stormy siege that had 
made headlines and had depleted the 
firnt’s top management staff. As the 
battle-smoke cleared, Paul Hammaker 
was invited to return as Executive Vice 
President and General Manager. In 
less than two years, he was elevated to 
the presidency where he now adminis- 
ters an ambitious plan which includes a 
five-hundred-million-dollar expansion, 
extensive revisions of company poli- 
cies, and a long-range program, to use 
Mr. Hammaker’s own words, for 
“growing our own executives.” 

On the mode :n college campus, Paul 
Hammaker is no stranger. He is a 
committee member or a trustee ot half 
a dozen colleges and universities. He 
has been honored with the degree of 
Doctor of Laws by MacMurray Col- 
lege. To young men and women who 
aspire to executive careers in retailing, 
he represents the type of dynamic lead- 
ership that is their ultimate goal. To 
all who have witnessed his achieve- 


ments, he représents a symbol of vision 


and initiative that is worthy of our 
praise. 





oe oa. a = = 


ae. aan ae 


~~ ~*~ fF af 


C was 
> with 
eadily 

with 
Oined 
Field 
; post 
neral 


S re- 
had 
| the 
- the 
aker 
Vice 

In 
d to 
nis- 
esa 
ion, 
oli- 
use 
for 


aul 
5 a 
alf 
He 


ol- 
ho 
1g, 
d- 
lo 


on 
ur 





Book Notes 


Classics in Economics, A Course in 
Selected Reading by Authorities, 
edited with an introductory read- 
ing guide by G. D. H. Cole. New 
York: Philosophical Library, Inc., 
1960. ; 

This compilation of readings from various 
sources should serve as a handy guide for 
those people who want to know more 
about basic economic doctrines. Questions 
answered in the first chapter include: What 
are the main human wants, and how does the 
economist use them as the foundation of his 
studies? How has man succeeded in increas- 
ing his productivity to such a vast extent? 
How was wealth first accumulated? What 
decides how the wealth produced shall be 
divided? How are wages fixed? What are 
the causes, and the effects, of inflation? And 
of deflation? What is the national income? 
Why is it equal to the social output of the 
community? What happens in slumps? 
What can be done to prevent them? 

The book is recommended to merchants 
who seek to know more about economic 
changes that accelerate or slow down their 
cash registers. Typical of the varied articles 
in the book are: 


Alfred Marshall on “Human Wants” 
Adam Smith on “The Division of La- 
bour, Saving and Spending, Capital” 
David Ricardo on “Rent” 
Karl Marx and Friedrich Engels on 
“The Class Struggle” 
Neville Chamberlain on “Restoring the 
Balance of Trade” 
J. R. Hicks on “National Income” 
J. Middleton Murray on “The Meaning 
of Modern Unemployment” 
Sir Geoffrey Crowther on “The Way 
Back to Solvency” 
Particularly valuable are the bibliography 
and biographical notes. This book is a reada- 
ble introduction to economics for the thinking 


le-;man. 
SALLIE SEWELL 
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Operating Results of Food Chains 
m 1959, by Wilbur B. Eng- 
land. Boston: Harvard Univer- 
sity Graduate School of Business 
Administration, v plus 32 pages, 
£2.00. 


Both sales and gross margins increased in 
food crains during 1959, but expenses rose 
faster, with the result that profits narrowed 
as compared to the preceding year. 

Taking a group of twenty-three food 
chains that have reported figures for five 
consecutive years, the study points out: 


1. These chains reported a smaller sales 


gain during 1959 than in any of the four 
previous years. 
2. The percentage increase in sales per 


store was also smaller than in the four 
previous years. 


3. Sales in identical stores actually de- 
clined as compared to the previous year. 


Over the five-year period, gross margin in 
the twenty-three chains rose from 18.24 to 
21.16 per cent of sales. In the same period, 
total expense increased from 16.92 to 19.45 
per cent of sales. The resulting net operat- 
ing gain, therefore, stepped up from 1.32 to 
1.71 per cent of sales. 

The entire group of fifty food chains 
covered in the study operated 7,069 stores 
doing an annual voiume of nearly 8.2 billion 
dollars. These chains reported a 6.2 per cent 
sales increase over 1958. Of these fifty 
chains, fifteen had sales of less than 20 mil- 
lion; nineteen reported sales ranging be- 
tween $20 million and $100 million, and six- 
teen had sales of $100 million or more. 

The biggest chains had the smallest per- 
centage sales increase, averaging 5.8 per cent. 
The two smaller groups averaged sales gains 
of 9.2 per cent for the middle volume classifi- 
cation and 7.2 per cent for the smallest 
organizations. 

For gross margin, however, larger chains 
had the highest figures. Thus, the $100 mil- 
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lion and over group averaged 21.1 per cent, 
the group between $20 million and $100 mil- 
lion averaged 20.7 per cent, and the group un- 
der $20 million reported 19.0 per cent. The 
report explained: “The higher percentage 
rates of gross margin reported by the very 
large volume chains resulted largely from the 
fact that they performed a substantial part of 
the warehousing and transportation functions 
for all product groups as compared with 
smaller volume chains, many of which con- 
fine the warehousing activities principally to 
grocery products and in some instances do 
not operate warehouses for any products.” 

This same situation worked in reverse 
with respect to the total expense reported 
by the various sized chain groupings. The 
smallest chains reported total expense aver- 
aging 18.5 per cent of sales; the middle 
volume grouping had total expenses averag- 
ing 19.4 per cent and the largest chains 
averaged 19.8 per cent. 

However, net operating gains resulting 
from this gross margin and expense relation- 
ship were highest in the biggest stores. 
These reported 1.52 per cent of sales as com- 
pared to 1.33 per cent of sales for the middle 
volume group and only 0.47 per cent for the 
smallest organizations. 

HERMAN RADOLF 


A History of the Department Store, 
by John William Ferry. New 
York: The Macmillan Company, 
1960. 


Merchants who seek information and in- 
spiration about the founding fathers of their 
industry will find this book welcome reading. 
Written in a light vein for the layman, it 
portrays in vivid narrative the accomplish- 
ments of such American figures as R. H. 
Macy, Adam Gimbel, Marshall Field, Berg- 
dorf Goodman, Henri Bendel, Benjamin Alt- 
man, the Bloomingdale Brothers, John 
Wanamaker, A. T. Stewart, the Mandel 
Brothers, Samuel Carson, John Pirie, Walter 
Rich, Herbert Marcus, and I. Magnin. Then 
it explores the founders of great stores in 
London and other places in Great Britain, 
particularly Australia, New Zealand, and 
South Africa. Here we discover such names 


as Charles Harrod and James Shoolbred jn 
London and David Lewis in Liverpool. 

This statement appears in the introduction, 
“The very important part that the depart- 
ment store plays in our daily lives can be 
well expressed by posing the question to any 
woman in any large city: How would you 
feel about it if every large store in your city 
had to close down for good this very day?” 

The book is a chronicle of men and events 
and makes some contribution to social history 
as well. It discusses the “peddler to palace” 
movement in the mid-nineteenth century 
and proceeds in anecdotal style to all 
aspects of department store history from the 
earliest setbacks to the large-scale opera- 
tions of today. Also explored are the per- 
sonalities and dynasties responsible for the 
rapid development of urban department 
stores and their present sprawling out into 
suburban branch stores. The relationship of 
these store developments to changing phases 
of modern life is made vivid and clear. The 
customer and merchant also get added per- 
spectives on each other and their mutual re- 
latedness. The book can be read with 
pleasure and profit by both customer and 
merchant. 

SALLIE SEWELL 


Retail Shoe Sales Training Manual, 
by Seymour Helfant. New York: 
National Retail Merchants Asso- 
ciation, 1960, 79 pp. Individual 
copies, $3.00. Bulk prices upon 
request. 


College lecturer on shoe merchandising, 
director of seminars in shoe fitting and shoe 
therapy, former shoe store merchant, and 
currently manager, Smaller Stores Division 
of the N.R.M.A., Mr. Helfant is well quali- 
fied to write a shoe sales training manual. 
Compiled mainly from articles written by 
Mr. Helfant, or in a few instances in col- 
laboration with podiatrists, the manual 
covers the various fields of the shoe sales- 
man’s knowledge in a well-organized and 
amply-illustrated manner. 

Through a series of thirty-one articles, the 
manual provides a comprehensive background 
of foot anatomy, several sections on proper 
shoe fitting, together with articles on the 
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harmful effects of incorrect fitting. In addi- 
tion, fitting problems associated with various 
malfunctions o: the foot are explained. These 
sections are followed by articles that include 
suggestions for the handling of complaints 
and adjustments. 

Parts of shoes, leather sources and tanning 
methods, other shoe maferials used, and 
methods of constructing shoes are also ex- 
plained. The manual concludes with sections 
on meeting competition, sales strategy, know- 
ing the customer, knowing the job, greeting 
the customer, presenting the shoes, meeting 
customers’ objections, and suggestion selling. 

The manual is suitable for use by shoe 
store owners, managers, department heads, 
training department representatives, and 
schools that teach shoe merchandising or shoe 
salesmanship. It is already being used as a 
sales booster in several large stores for train- 
ing salesmen for their shoe departments. 


KAREN R. GILLESPIE 


The Super Market Industry Speaks, 
12th Annual Report by the Mem- 
bers of the Super Market Insti- 
tute. Chicago: Super Market In- 
stitute, Inc., 1960. 


Sales gains in supermarkets outpaced those 
in other tvpes of grocery stores and in other 
types of retailing during 1959. The 10 per 
cent increase reported by the 355 member 
companies of the Super Market Institute was 
achieved despite a 2 per cent decrease in 
food prices. It compared with the 3 per cent 
gain by all grocery stores and the 8 per cent 
gain by all retailing for the same period. 

Included in the report are the results for 
5,222 stores with a combined sales volume of 
some seven-and-one-half billion dollars. 
These stores, about 5 per cent of the total 
number of grocery stores operating in the 
United States, accounted for about 37 per 
cent of the industry’s sales volume. 

A breakdown of the sales increase, how- 
ever, disclosed that old stores averaged only 
a 1 per cent sales rise over the preceding 
year. The bulk of the 1959 sales gain, there- 
fore, came from new units. This 1 per cent 
sales gain by “identical” stores was the 
lowest in the nine years for which the in- 
stitute had recorded this data. 


Winter 1960-1961 


Among individual supermarkets, 53 per 
cent showed sales increases, 6 per cent 
showed unchanged sales, and 41 per cent ac- 
tually experienced volume declines during 
the year. The average sales per supermarket 
during 1959 came to $1,840,000 as compared 
to $1,820,000 the year before. 

As in each of the twelve years surveyed by 
the Super Market Institute, store expenses 
increased at a faster rate than sales. Thus, 
72 per cent of the companies reported higher 
operating expense ratios as against only 15 
per cent that reported expense declines and 
13 per cent that held their expenses un- 
changed. 

However, 70 per cent of the companies 
overcame this tendency toward higher ex- 
penses by achieving higher gross margins. 
Another 15 per cent held their gross margins 
unchanged while the remainder suffered 
gross margin decreases. These changes in 
operating expense and gross margin, how- 
ever, balanced out to an increase in operat- 
ing profit before taxes in 1959 as compared 
to 1958. 

Actual figures were: gross profit ratio up 
from 18.12 to 18.26 per cent; operating ex- 
pense ratio up from 16.19 to 16.27 per cent; 
net operating profit ratio up from 2.20 to 2.30 
per cent. However, some 5 per cent of the 
companies that contributed figures suffered 
a net operating loss, as compared to 6 per 
cent the year before. 

Also during 1959, sales per customer trans- 
action held unchanged at $4.58, still well off 
the $4.73 peak of 1957; sales per square foot 
of selling area held unchanged at $3.71 still 
down from the 1956 peak of $3.95, but sales 
per man hour rose from $22.97 to $23.92, in- 
dicating a clear-cut g» a in efficiency. 

Expansion during the year 1959 proceeded 
at a rapid rate. Thus 15 per cent of the 
supermarkets operated in 1959 had been 
opened during that year and another 6 per 
cent had been substantially renovated. How- 
ever, only 8 per cent of the new supermarkets 
opened in 1959 were relocations, the smallest 
proportion on record. Of the companies re- 
porting data, 48 per cent had expanded dur- 
ing 1959 as against 44 per cent the previous 
year. However, the expansion (new units 
plus substantially renovated units) involved 
21 per cent of the total supermarkets in 1959 
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as compared with 22 per cent in 1958. More- 
over, more than half the companies surveyed, 
52 per cent reported that they planned to 
open new supermarkets during 1960 and 28 
per cent planned major remodelings. In all, 
57 per cent of the companies had definite ex- 
pansion plans for the succeeding year and 55 
per cent reported having expansion plans for 
two or more years ahead. 

HERMAN RADOLF 


The Men from the Boys, by Perrin 
Stryker. New York: Harper & 
Brothers, 1960, 237 pp. 


Probably no one person has analyzed “real- 
life corporations and their personnel” more 
consistently than Perrin Stryker, a Fortune 
magazine editor. In this book he focuses his 
years of research on today’s executive. 
Product of the twentieth century, the com- 
pany executive is entrusted with a compli- 
cated organization of persons to nurture and 
develop. What are the qualities needed by 
such men? How can able managers be found 
and readied for executive responsibilities ? 

While disavowing any one list of qualities 
or traits that can be set as standards by 
which to select and to evaluate executives, 
Mr. Stryker allots discussion space to such 
characteristics as: judgment, co-operation, 
initiative, ambition, drive, decisiveness, emo- 
tional stability, getting along with people, 
dependability, conformity, fairness, leader- 
ship, loyalty, dedication, and integrity. Each 
chapter explains, by means of imaginary or- 
ganizations peopled with imaginary execu- 
tives, some problems associated with the se- 
lection, promotion, or development of people 
in regard to an aforementioned trait. 

The subtle shading of meaning and the 
various interpretations of a trait are cleverly 
exposed through memos, directives, or con- 
versations emanating from executives. Al- 
though none of the illustrative cases are 
drawn from a retailing organization, the 
analyses of the executive and managerial 
functions are as applicable to this field as to 
any other. Those concerned with executive 
policy setting, decision making, communica- 
tion, human relations, and employee develop- 
ment will find much to ponder in these pages. 


KAREN R. GILLESPIE 


Wages and Earnings in the United 
States 1860-1890, by Clarence D, 
Long. Princeton, New Jersey: 
Princeton University Press, 1960, 
169 pages. $4.00. 


Economists have often expressed the desire 
to view wage behavior in a period when in- 
dustry was accelerating and spreading, when 
prices seemed more free than they are today 
to move downward, and when unions (while 
growing) were still very weak in member- 
ship and financial resources. Today in the 
United States wage determination is domi- 
nated by collective bargaining between 
powerful unions and great corporations—in 
a setting of retarded growth or even decline 
in industrial employment. Thus it is less 
easy than it might have been in an earlier 
period to use industrial wages as the criteria 
for judging whether our economy will ex- 
perience further inflation. 

The period from 1860 to 1890, however, 
offers a unique opportunity to acquire such 
perspective. In these turbulent 30 years, the 
United States suffered one of its most dis- 
ruptive wars, one of its most protracted de- 
flations, and one of its longest and most 
widespread depressions. Despite these crises, 
the national economy experienced a dynamic 
growth. 

During this period a network of railroads 
tied the country together. The iron and steel 
industry, starting from almost scratch in 
1860, had by 1890 become the largest pro- 
ducer in the world. The population changed 
dramatically as a result of the immigration 
into this country of almost 10 million per- 
sons. Trade unions began to put down their 
national roots. 

How did wayes and earnings behave under 
the fluctuations of war and peace, depression 
and boom, inflation, and deflation? How did 
they respond to such influences as labor 
supply, employment, productivity, and un- 
ionization? In seeking the answer to these 
questions, Dr. Long traces the course of 
money wages and of annual earnings, an- 
alyzes their buying power by means of a 
new index of consumer prices, and compares 
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wages and earnings in different regions, in- 
dustries, and occupations, between males and 
females, between skilled and unskilled work- 
ers, between adults and youths. Drawing 
apon a wealth of data from primary com- 
pilations, he scrutinizes these data in terms 
of content, coverage, and method, testing 
them constantly for reliability. 

This volume is the first in a series of three 
studies that will cover the period from 1860 
to the present day. It represents a further 
contribution by the National Bureau of Eco- 
nomic Research to the economic history of 
the United States. A member of the research 
staff of the National Bureau of Economic 
Research, Dr. Long was formerly senior 
staff member in charge of labor matters for 
the Council of Economic Advisers to Presi- 
dent Eisenhower. He is currently professor 
of economics at Johns Hopkins University. 


SALLIE SEWELL 


Collection Methods 
(Continued from page 200) 


stage of having collections handled only 
by company collectors. The stage where 
there were no outside full-time profes- 
sional collectors available was passed 
many years ago here in the United 
States. 

Recently a correspondent in Aus- 
tralia sent us a picture of a truck 
painted yellow and carrying the sign, 
“Bad debts collected.” Although fur- 
ther along the developmental scale, they 
too, on the consumer level, are lagging 
years behind the level of development 
reached by the collection industry here. 

There are still a few creditors who 
ask their collectors to “give him the 
business,” and a few who have not yet 
learned a better way of doing things, 
but today most creditors and most col- 
lectors know that there is a better way 


of collecting. 
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Tax Receivables 
(Continued from page 195) 


recognized only when collections are 
made. Should not all receivables re- 
ceive such treatment? Is it equitable 
to do otherwise? Accountants justify 
a cash basis for installment sales on 
the grounds of uncertainty of collec- 
tion. Isn’t the same true of non-install- 
ment receivables? There is no doubt 
that profits will not be realized on any 
receivables until they are converted to 
cash. 

Reference to the charts and statistics 
presented earlier reveals a bright busi- 
ness future. Population is increasing ; 
accounts receivable are growing. There- 
fore the inequities already present in 
the tax treatment of non-installment 
receivables will also grow. A _ reap- 
praisal of the present tax policies con- 
cerning non-installment receivables is 
already overdue. In view of what lies 
ahead, it should not be further delayed. 


Space Planning 
(Continued from page 188) 


statistical measures were computed that 
measure the importance of selected in- 
dependent variables in determining de- 
partmental profitability. These meas- 
ures suggest that space seemingly has 
a greater impact on the profitability of 
men’s furnishings departments than on 
the profitability of costume jewelry de- 
partments. 

Even though imperfections and limi- 
tations are recognized, it is hoped that 
additional research will do much to im- 
prove management’ ability to make 
sound space-planning decisions. 
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Discount House Competition 
(Continued from page 206) 


The fact remains that department 
stores are still losing volume to dis- 
count houses. The department store 
has within its power, however, the 
ability to distribute merchandise and 
equivalent service at a combined price 
as low as, or possibly lower than, the 
discount retailer’s price. To do this, 
the department store must learn more 
about the costs of each of the services 
that it adds to merchandise and it must 
be completely flexible according to the 
wants of the customers. Secondly, the 
department store must price according 
to the contribution-to-profit concept. 

The first objective of enterprise is 
survival ; survival depends on meeting 
market prices. The second important 
objective is the return on investment 
resulting from contribution to profits. 
Department store management should 
recognize that each product and depart- 
ment may contribute a varied profit 
dictated by market conditions rather 
than insisting that each product and 
department carry an average fixed 
gross margin. Some departments may 
operate at a loss and some merchandise 
may be sold at cost, but this strategy 
may still result in a contribution to 
over-all store profits. 


How Department Heads Spend 
Time 


(Continued from page 216) 


in proportions of selling time. But only 


21 per cent of the fluctuation in non. 
business ratios and 9 per cent of that 
in stockkeeping percentages, respec- 
tively, were linked with flux in pro- 
portions of selling time. 

Analysis of the data gathered illus- 
trates the extent to which a store’s 
management can lead its departmental 
managers to stress sales activities in 
their work. Still greater emphasis in 
that direction could be achieved if the 
firm would follow the general policy of 
establishing and developing small de- 
partments in the course of the store’s 
growth. In areas where increased sales 
effort is essential to growth it might 
be necessary to form small depart- 
ments by “splitting off” classifications 
of merchandise from large depart- 
ments. There would, of course, be ex- 
ceptions to this general policy. 

It is equally clear that managerial 
and customer requirements have Ittle 
influence on the amounts of time man- 
agers use for relief periods, personal 
errands, and general conversation un- 
related to their work. Therefore, cer- 
tain other activities must suffer when 
managers are taught to make sales ef- 
fort paramount. Only residual amounts 
of time are left for buying activities, 
for departmental planning, and for 
training and development under the 
guidance of divisional merchandisers. 
Attention to buying, especially, is di- 
minished by demands for selling effort. 
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RETAILERS! 
TEACHERS! 
STUDENTS! 


Here is an important new basic publication that puts a wealth of 
information at your fingertips .. . 





-_--— 1,484 Selected Publications 
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1484 Selected Publications (Pius Supplement for 1950-1956) 
| for Retailers 
| compiled by the 
| Research and Publications Division 
sso of the School of Retailing 





$2.00 per copy and $1.00 for Supplement 





On important retailing topics from accounting and advertising to the teaching 
of retailing . . . plus an author’s index of important writers from Abrahams 


to ZuTavern. 


A carefully chosen listing of books and pamphlets published in the field since 
the beginning of the field’s literature, from Terry’s The Retailer’s Manual 
(1869) through the end of 1952... 


TOPIC CLASSIFICATIONS: 


Accounting and Finance Display and Packaging Plant, Equipment, and 
Advertising and Sales General Management Layout 
Promotion General Retailing Public Relations 
Chain Stores History Sales Management, Sales- 
Color, Design, and Fashion Interior Decoration manship 
Consumer Education Merchandise Information Small Stores 
Co-operatives Merchandise Management Specialized Stores 
Directories and Information Personnel and Training Teaching Methods, Course 
Sources Planning and Research Contents 


For your copy write directly to: 
RESEARCH DIVISION 
NEW YORK UNIVERSITY SCHOOL OF RETAILING 
WASHINGTON SQUARE NEW YORK 3, N.Y. 





COLLEGE GRADUATES: 


Invest One Rewarding Year i 
Advanced Study in New York 
to Prepare for an 


Executive Career in 


Management positions await trained college gradu- 
ates—men and women—in buying and merchan- 
dising, advertising and sales promotion, fashion, 
personnel, store eperation, finance and control. 


THE NEW YORK UNIVERSITY SCHOOL OF RETAILING 
SEPTEMBER-TO-JUNE GRADUATE PROGRAM...3 


ip 
1. Master of Science Degree in] Year 


2. Practical, Paid Work Experience 
3. Cultural Advantages of New York City © 


4. Unlimited Opportunities for Graduates 
x] 


New York University © School of Retailing 


108 Weshingten Squere East, Wew York 3, ©. Y., SPring 7-2000, Ext. 258 
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